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Preface 


This  book  has  been  written  especially  for  those  students 
who  take  a course  in  Commercial  History  as  part  of  their 
industrial  or  commercial  education.  The  first  eleven 
chapters  make  a bird’s  eye  survey  of  the  way  men  have 
developed  the  art  of  producing  and  trading  goods  during 
the  last  few  thousand  years.  The  next  two  deal  with  the 
United  States,  and  the  last  five  are  devoted  to  a more 
detailed  examination  of  Canada’s  material  development 
during  the  last  two  centuries.  With  such  a vast  field  of 
time  and  space  to  be  covered,  I have  had  to  omit  mention 
of  many  topics,  give  only  a thumbnail  sketch  of  others, 
and  compress  accounts  of  some  important  and  interesting 
events  into  a few  lines.  I hope  therefore,  that  teachers 
using  the  book  will  fill  in  the  gaps  and  expand  the  treat- 
ment of  the  subjects  I have  introduced.  For  that  work 
the  books  mentioned  at  the  end  of  each  chapter  will  be 
found  useful.  In  the  present  edition  most  of  the  book 
has  been  rewritten;  it  has  been  rearranged  and  broken 
up  into  more  chapters;  and  the  story  has  been  brought 
down  to  1952. 
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This  book  traces  the  history  of  trade  and  commerce.  If  you  look  in  the 
dictionary  you  will  find  that  these  two  words  mean  almost  the  same 
thing— the  exchanging  of  goods  by  buying  and  selling  or  by  barter.  But 
while  “commerce”  refers  especially  to  exchange  on  a large  scale  between 
different  countries  or  between  different  parts  of  the  same  country,  “trade” 
covers  all  kinds  of  exchange,  whether  near  or  far,  large  or  small. 

The  story  is  a long  one,  spread  over  at  least  five  thousand  years.  It 
is  also  one  that  concerns  us  all,  because  its  latest  chapters  deal  with  the 
world  of  today,  and  in  that  world  we  are  all  buyers  or  sellers,  or  both. 
We  live  in  a commercial  age;  we  produce  very  few  of  the  goods  we 
consume;  the  food,  clothing,  furniture  and  other  things  we  want  for 
our  daily  life  are  made  for  us  by  other  people;  and  we  in  turn  have  to 
produce  something  that  we  can  sell  in  order  to  get  the  money  with 
which  to  pay  for  what  we  need. 

We  start  our  commercial  activities  very  early  in  life  with  the  dis- 
covery that  certain  kinds  of  metal  discs  have  purchasing  power  and  can 
be  exchanged  for  candies,  cones,  or  cokes.  We  “trade”  or  swap  jack- 
knives,  marbles,  “comic  books”,  or  other  juvenile  treasures  for  something 
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that  we  desire  but  do  not  possess.  We  may  hunt  for  some  kind  of  spare- 
time job— cutting  lawns,  shovelling  snow  from  sidewalks,  or  delivering 
newspapers— in  order  to  increase  our  buying  power.  Then  when  school 
days  end  and  we  embark  on  the  working  years  of  our  lives,  we  have  to 
find  a way  to  earn  in  order  that  we  can  spend,  to  sell  in  order  that  we 
can  buy. 

Some  of  us  sell  goods  which  we  have  produced  on  a farm  or  in  a 
factory;  we  become  farmers  or  manufacturers.  Some  of  us  sell  goods 
which  we  have  bought  from  some  one  else;  we  become  merchants,  traders, 
storekeepers.  Some  of  us  sell  services,  not  goods— the  doctor  his  medical 
skill  and  knowledge,  the  lawyer  his  legal  aid  and  advice,  the  actor,  musician, 
teacher,  banker,  barber,  or  transportation  worker  each  his  particular  kind  of 
skilled  service.  But  most— perhaps  four-fifths  of  us— become  employees  of 
some  firm  which  is  selling  goods  or  services.  As  such  we  sell  our  labour, 
our  power  to  do  a certain  kind  of  job,  the  strength  of  our  muscles,  the  agility 
of  our  fingers,  the  ability  and  “know-how”  of  our  minds.  Having  made  one 
of  these  sales  and  received  payment  for  it,  we  then  turn  round  and  spend 
our  income  to  buy  the  goods,  services,  or  labour  that  we  need.  Thus  we  all 
“go  to  market”  as  buyers  and  sellers. 

Of  this  market,  one  important  feature  must  be  noted.  It  is  the  ten- 
dency of  each  trader  to  sell  only  one  thing  or  group  of  things.  A prairie 
farmer  may  sell  nothing  but  wheat,  an  Ontario  farmer 
Specialization  nothing  but  milk.  One  shop  may  sell  only  men’s  hats 
and  “furnishings,”  another  only  shoes,  another  furniture. 
The  doctor  may  abandon  “general  practice”  and  become  a specialist, 
dealing  only  with  eye  or  ear  or  throat  troubles,  children’s  complaints,  or 
surgical  operations.  Many  wage  earners  have  only  one  kind  of  skill  to 
sell,  and  a man  may  go  through  life  making  coats,  driving  a street-car, 
laying  bricks,  or  telling  passengers  the  name  of  the  next  railway  station 
and  urging  them  not  to  forget  their  parcels.  One  teacher  may  be  an 
expert  in  handling  the  kindergarten  class;  another  knows  much  chemistry 
but  could  teach  little  Latin  and  less  Greek;  a third  is  an  authority  on 
history  but  has  forgotten  the  difference  between  an  acid  and  an  alkali. 
Even  the  “department  store”  in  large  cities,  selling  many  things,  from  food 
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and  furniture  to  books  and  bicycles,  is  really  a collection  of  specialized 
stores  under  one  roof,  and  the  clerk  who  is  skilled  at  selling  pictures  or 
plumbing  ware  would  be  at  a loss  if  transferred  to  the  ribbon  counter.  In 
short,  we  all  tend  to  become  specialists  in  some  small  corner  of  the  market; 
we  try  to  be  master  of  one  trade  rather  than  Jack  (or  Jill)  of  all. 

This  specialization  we  call  division  of  labour.  It  is  one  of  the  most 
important  factors  in  increasing  the  quantity  and  quality  of  goods  and 
services.  By  cutting  up  the  world’s  work  into  little  patches  and  having  each 
man  do  one  task,  we  produce  experts  who  do  their  work  more  quickly, 
easily,  efficiently.  “Practice  makes  perfect,”  whether  it  be  in  handling  a 
paint  brush,  cutting  glass,  writing  shorthand,  or  finding  out  what  has  gone 
wrong  with  a car,  a radio,  or  a television  set.  But  the  whole  system  depends 
on  the  ability  of  the  specialist  to  find  a buyer  for  what  he  has  to  offer  and 
on  his  success  in  getting  a satisfactory  price.  If  the  demand  and  the  price 
are  not  adequate,  he  must  seek  some  other  way  of  earning  his  livelihood; 
or  at  least  he  must  wait  and  suffer  until  they  recover. 

Division  of  labour  extends  beyond  individuals  to  regions  and  countries. 
Geographical  areas  differ  in  soil,  climate,  mineral  resources,  natural  means 
of  transportation,  and  in  the  supply  of  useful  native  plants  and  animals. 
These  differences  make  the  various  regions  suitable  for  the  production  of 
certain  commodities  and  unsuitable  for  the  production  of  others.  We 
could  grow  grapes  and  oranges  in  northern  Canada,  but  we  should  have 
to  do  it  in  glass  houses,  burn  much  fuel,  and  the  product  would  be  meagre 
and  costly.  It  is  more  sensible  to  concentrate  on  exploiting  the  rich  forest 
and  mineral  resources  of  the  region  and  let  people  in  warmer  climates  grow 
the  fruit.  In  most  parts  of  the  world  in  most  centuries  we  find  each  district 
tending  to  develop  its  richest  natural  resources  with  the  implements  and 
technical  knowledge  at  its  disposal,  then  seeking  a market  for  its  product 
in  regions  which  lack  what  it  is  best  able  to  produce.  Some  areas  become 
famous  for  their  surplus  production  of  wool,  wheat,  wine,  tobacco,  cotton, 
sugar,  beef,  rubber,  tea,  and  so  forth.  Others,  blessed  with  a good  supply 

A few  of  the  thousands  of  different 
kinds  of  workers. 
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of  industrial  raw  materials,  water,  and  fuel,  give  great  attention  to  the 
making  of  cloth,  hardware,  pottery,  or  some  other  manufactured  product, 
become  well-known  as  a “workshop  of  the  world”  in  their  day,  send  their 
goods  out  to  supply  a wide  market  and  import  in  return  food  or  raw 
materials  to  supplement  their  own  local  supply. 

From  this  personal  and  regional  specialization  springs  the  need  for  the 
market;  and  the  existence  of  the  market  in  turn  makes  possible  still  more 
specialization.  If  everybody  everywhere  produced  the  same 
Exchange  things,  there  would  be  no  exchange.  We  can  imagine  the 
market  as  a great  storehouse,  into  which  each  one  of  us 
delivers  the  particular  goods,  services,  or  labour  we  have  to  sell  and  from 
which  we  pick  out  bits  of  the  many  other  products  that  we  need.  The  use 
of  money  prevents  us  from  seeing  how  simple  the  process  really  is,  and  so 
the  man  who  makes  one  part  of  an  automobile  in  an  Oshawa  or  Windsor 
factory  may  not  realize  that  he  is  exchanging  that  special  kind  of  labour 
for  some  Australian  wool  woven  into  tweed  in  Yorkshire  and  made  into  a 
suit  in  Toronto,  for  some  Alabama  cotton  turned  into  a piece  of  cloth  in 
Lancashire  and  made  into  a shirt  in  Montreal,  for  cigarettes  made  of 
tobacco  from  Virginia,  for  tea  from  India,  coffee  from  Brazil,  flour  from 
Saskatchewan,  gasoline  from  Texas  or  Alberta,  coal  from  Pennsylvania, 
oranges  from  Florida,  fish  from  British  Columbia  or  Nova  Scotia,  movies 
from  Hollywood,  electricity  from  the  Trent  Valley,  and  a roof  over  his  head 
in  an  Ontario  city.  As  he  buys  a new  car  only  perhaps  once  every  four  or 
more  years,  he  consumes  very  little  of  the  things  he  makes.  Similarly  the 
prairie  farmer  may  grow  thousands  of  bushels  of  wheat  each  year  but  eats 
only  about  four  or  five  bushels.  The  shipyard  worker  may  never  take  a 
trip  on  any  of  the  vessels  he  helps  to  construct,  and  candy-makers  are 
said  to  become  “so  sick  of  the  sight  of”  their  wares  that  they  never  eat 
them.  But  this  does  not  matter  so  long  as  a man  can  sell  his  own  particular 
kind  of  goods,  services,  or  labour  and  can  spend  the  proceeds  as  he  wishes 
to  meet  his  many  varied  needs. 

Here  then  are  two  outstanding  features  of  modern  economic  life- 
specialization  and  exchange.  It  has  not  always  been  so.  There  have  been 
many  periods  and  places  in  which  people  produced  most  of  the  goods  they 
consumed;  or,  to  put  it  a little  differently,  they  had  to  do  without  goods 
which  they  were  not  able  to  grow  or  make  for  themselves.  Making  goods 
for  one’s  own  use  has  been  called  usufacture,  an  ugly  word  but  useful. 
Having  introduced  it  we  may  as  well  present  another  coined  word— 
usuculture,  which  means  growing  things  for  one’s  own  use,  or  “subsistence 
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farming”  as  it  is  sometimes  called.  During  the  greater  part  of  human  history, 
in  fact  until  within  the  last  two  or  three  centuries,  the  great  bulk  of  the 
world’s  work  was  usuculture  and  usufacture.  The  family  was  a self- 
supplying  firm  in  which  every  member  worked  to  provide  the  goods  that 
were  needed.  If  some  official  had  come  along  and  asked  “What  is  your 
occupation?”,  the  father  might  have  replied  “Farmer,  butcher,  tanner, 
weaver,  and  general  handyman.”  The  mother  might  add  her  list:  “Spinner, 
tailor,  dressmaker,  baker,  brewer,  laundress,  candle-maker,  and  house- 
keeper.” And  the  children,  if  they  were  not  too  awed  by  the  stranger,  might 
have  made  their  reply,  “Helping  mother  and  dad.” 

Yet  it  is  doubtful  whether,  except  in  the  most  primitive  and  secluded 
circumstances,  the  household  ever  produced  all  that  it  consumed.  There 
were  likely  to  be  a few  commodities  that  it  had  to  obtain  from  some  othei 
person  or  place  and  it  must  therefore  produce  something  to  offer  in 
exchange  for  them.  In  the  course  of  time  the  number  and  quantity  of 
commodities  needed  and  offered  has  increased.  The  predominantly  self- 
sufficing  way  of  life  has  changed  to  one  in  which  most  of  us  produce  few 
—or  even  none— of  the  goods  we  consume. 

That  development  makes  up  a large  part  of  the  history  of  trade.  It  has 
been  a double  one.  In  the  first  place,  we  have  got  into  the  habit  of  buying 
from  specialized  producers  many  goods  or  services  that  we  used  to  make, 
grow,  or  do  for  ourselves.  The  housewife,  for  example,  abandoned  her 
spinning  wheel  when  machines  were  invented  which  did  the  work  more 
quickly  and  cheaply;  and  she  has  gradually  handed  other  domestic  tasks 
over  to  the  baker,  brewer,  tailor,  dressmaker,  laundryman,  or  to  factories 
which  produce  butter,  jam,  or  canned  goods.  In  the  second  place,  we  now 
buy  many  things  which  were  never  made  or  grown  by  the  family— and 
never  could  have  been.  Explorers  have  introduced  us  to  new  commodities 
from  distant  lands,  such  as  tea,  cocoa,  tobacco,  bananas,  and  rubber.  Inven- 
tors have  devised  such  new  products  as  linoleum,  sewing  machines, 
bicycles,  automobiles,  and  all  manner  of  things  that  are  worked  by  electri- 
city. These  new  imports  or  manufactured  goods  stir  new  wants  in  us.  At 
first  those  wants  may  be  satisfied  only  by  the  rich,  because  the  novelties 
cost  so  much  to  transport  or  to  make  that  their  price  is  very  high;  but 
gradually  cheaper  production  or  lower  freight  charges  may  allow  what  was 
the  luxury  of  a few  to  become  the  comfort  of  many  and  eventually  almost 
a necessary  of  life  to  all. 

Trade  would  not  have  developed  very  far  in  volume,  in  variety,  or  in 
range  without  the  aid  of  its  own  class  of  specialized  workers— merchants. 
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traders,  dealers,  shopkeepers  and  the  like.  Local  “neigh- 
The  bourhood”  exchange  did  not  need  their  services,  because  the 

Merchant  producer  and  consumer  lived  so  close  to  one  another  that 
they  could  come  together  without  wasting  much  time  on 
either  side.  If  a farmer  wanted  another  cow,  he  probably  knew  a neigh- 
bour who  had  one  for  sale;  if  he  needed  ale  he  knew  where  the  village 
brewer  did  business;  and  if  he  had  a surplus  of  butter  or  eggs  he  could 
take  them  to  some  near-by  town  on  market  day  and  sell  then  to  citizens 
who  came  to  the  market  place  to  buy  provisions.  He  still  does  the  latter 
in  some  small  Canadian  towns  as  well  as  in  many  other  countries. 

There  have,  however,  always  been  instances  where  producer  and  con- 
sumer lived  so  far  apart  that  a personal  meeting  was  impossible.  The  ancient 
Egyptian  bronze-maker  could  not  spare  time  to  fetch  from  the  British 
Isles  the  tin  he  mixed  with  copper  in  order  to  convert  two  soft  metals  into 
one  tough  alloy.  The  medieval  Italian  clothmaker  could  not  travel  to 
Scotland  or  Spain  to  obtain  the  wool  he  required,  or  go  to  Constantinople, 
Egypt,  and  western  Asia  to  sell  his  product.  Someone  else  must  bridge  the 
gap  of  space  and  time  by  serving  as  middleman. 

That  was  the  job  of  the  trader,  whether  he  be  a great  wholesale  merchant 
or  a little  retail  storekeeper  or  peddler.  He  bought  goods  from  the  pro- 
ducers, carried  them  to  the  place  where  he  expected  to  find  buyers,  or 
stored  them  until  the  purchasers  came  to  him.  His  task  was  to  have  suffi- 
cient of  the  right  kind  of  goods  at  the  right  place  at  the  right  time— or 
perhaps  even  all  the  time.  In  addition  he  might  introduce  new  kinds  of 
goods  to  old  customers,  or  roam  far  afield  introducing  old  goods  to  new 
customers  in  remote  places.  He  hoped  to  earn  a living  by  being  able  to  sell 
his  wares  at  a price  which  would  repay  all  he  had  spent  in  buying,  trans- 
porting, and  storing,  and  leave  something  over  as  his  reward  for  the  risks 
he  had  taken  and  the  work  he  had  done. 

Some  traders  realized  this  hope  in  all  ages,  and  waxed  rich;  others  did 
little  more  than  make  ends  meet;  some  not  even  that;  and  at  times  even  the 
richest  and  most  successful  were  plunged  by  mischance,  miscalculation,  or 
misfortune  into  ruin.  Yet  the  job  has  always  been  an  attractive  one,  and  as 
new  commodities  have  appeared  there  has  been  need  for  men  to  sell  them, 
whether  it  be  tobacco  in  the  seventeenth  century,  tea  in  the  eighteenth, 
cheap  clothes  in  the  nineteenth,  or  electrical  appliances,  cars,  and  gasoline 
in  the  twentieth.  In  most  western  countries  today  at  least  one  person  out 
of  every  ten  earns  his  livelihood  by  selling  goods;  and  in  many  instances 
at  least  half  the  retail  price  of  an  article  goes  to  cover  the  cost  of  trans- 
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ferring  it  from  the  producer  to  the  consumer. 

Like  the  farmer  and  manufacturer,  the  merchant  needed  tools,  equip- 
ment, and  machinery  to  aid  him  in  his  work.  The  first  was  means  of 
transportation.  Every  improvement  in  transportation  facilities 
The  Tools  benefited  trade  by  increasing  the  quantity  of  goods  that  could 
of  Trade  be  moved  and  reducing  freight  charges.  But  improvements, 
especially  of  roads  or  waterways,  were  very  costly,  and  were 
not  undertaken  on  a grand  scale  until  the  eighteenth  century.  Then,  when 
highways,  rivers,  and  canals  had  been  put  in  good  shape,  the  railroad  came 
to  supplement  or  supplant  them,  and  in  its  turn  was  supplemented  by  the 
automobile,  truck,  and  airplane.  At  sea,  improvement  took  the  form  of 
building  roomy  vessels  for  carrying  grain,  timber,  fish,  and  salt  on  European 
seas;  then  of  constructing  stout  ships  capable  of  carrying  cargoes  of  spices, 
sugar,  and  tobacco  across  oceans;  then,  in  the  nineteenth  century,  of 
creating  the  steamship.  The  railroad  and  steamship  made  world-wide 
transportation  and  trade  possible  in  heavy  raw  materials  or  foodstuffs.  In 
the  nineteenth  century  the  value  of  international  trade  increased  twenty- 
fold; much  of  the  new  traffic  was  inter-continental;  and  about  two-thirds  of 
it  consisted  of  food  or  industrial  raw  materials. 

The  second  useful  bit  of  trading  equipment  was  the  market.  In  days 
when  travel  was  difficult  and  the  volume  of  business  small,  it  was  a great 
convenience  if  buyers  and  sellers  could  get  together  at  a certain  place  at 
prescribed  hours  on  certain  days  in  each  week  or  on  certain  days  in  each 
year.  Such  meetings  were  known  as  markets  or  fairs,  with  the  market  place 
or  the  fair  ground  as  the  official  meeting-place,  and  the  business  conducted 
under  strict  regulations.  This  method  still  persists  for  the  sale  of  such 
staple  commodities  as  grain,  cotton,  some  metals,  stocks  and  bonds;  but  the 
volume  of  business  is  now  so  large  that  these  markets  are  open  every  week- 
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day.  Much  of  the  business  that  used  to  be  done  publicly  is  now  transacted 
in  private;  and  stores  have  replaced  the  market-place  for  retail  buying. 

The  third  aid  to  trade  was  money.  If  men  were  to  pass  beyond  the  simple 
barter  of  goods  for  goods,  they  needed  some  medium  of  exchange  and  some 
kind  of  measure  by  which  the  value  of  different  articles  could  be  expressed 
in  common  terms.  Once  money  was  devised,  the  shoemaker  who  sold  a 
pair  of  boots  to  the  butcher  could  state  their  value  in  units  of  currency- 
shillings,  dollars,  ducats,  or  the  like— rather  than  in  pounds  of  steak.  If  he 
did  not  want  any  meat  he  could  take  payment  in  money,  which  he  might 
then  take  to  the  tailor,  who  had  clothes  to  sell  but  did  not  want  any  boots, 
and  buy  a jacket.  If  he  needed  neither  a coat  nor  anything  else  at  the 
moment,  he  could  keep  the  money,  which  thus  became  a store  of  value  as 
well  as  a medium  of  exchange  and  a footrule  to  measure  the  relative  worth 
of  boots  and  beef. 

The  fourth  aid  to  trade  was  the  practice  of  buying  and  selling  “on  credit,” 
of  being  willing  to  let  a person  purchase  goods  for  which  he  did  not  have  to 
make  payment  until  some  time  in  the  future— say  one,  three,  six  or  more 
months  hence.  Since  every  buyer  on  credit  was  probably  also  a seller  on 
credit,  each  trader  was  both  debtor  and  creditor.  As  the  latter,  he  must 
feel  confident  that  the  money  owed  him  would  be  forthcoming  when  it 
was  due.  As  the  former,  he  had  to  be  able  to  pay  his  bills  at  the  appointed 
time,  or  he  might  be  declared  insolvent,  be  put  into  the  debtors’  prison  in 
some  centuries,  or  sold  into  slavery  in  the  ancient  world.  It  rarely  hap- 
pened that  the  money  coming  in  and  that  due  to  be  paid  out  balanced 
exactly  at  any  moment.  Here  the  banker  could  be  helpful,  for  one  of  his 
jobs  was  to  make  loans  for  a short  time  to  traders  of  good  repute  who 
needed  more  money  than  they  had  in  hand.  The  banker  also  helped  traders 
to  collect  money  from,  or  make  payments  to,  people  living  in  other  places. 
He  also  looked  after  the  trader’s  funds  when  the  merchant  had  a surplus  in 
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hand  and  wished  to  find  a safe  depository  for  it.  The  contact  between 
commerce,  credit,  and  banking  was  thus  very  close. 

The  final  aid  to  trade  is  that  afforded  by  the  government.  Most  of  the 
world’s  production  and  trade  has  been  developed  by  the  private  enterprise 
of  individuals  or  groups.  This  enterprise  has  been  con- 
Government  ducted  in  a community.  No  matter  what  the  size  of  that 
and  community,  whether  a village  or  a large  nation,  there 

Business  always  been  a church  and  a government  in  it.  The 

church  has  taught  certain  ideals  and  rules  of  conduct, 
and  some  of  them  applied  to  business  practices  or  behaviour.  The  govern- 
ment’s interest  in  economic  affairs  has  been  more  intense  and  far-reaching. 
This  is  well  illustrated  in  the  composition  of  the  Dominion  cabinet  in 
Ottawa.  Of  the  twenty  ministers,  eleven  are  assigned,  one  apiece,  to  head 
the  departments  of  agriculture,  fisheries,  mines  and  resources,  labour, 
transport,  trade  and  commerce,  public  works,  the  postal  system,  finance, 
national  revenue,  and  reconstruction  and  supply.  Most  of  the  nine  other 
ministers  deal  with  matters  which  indirectly  affect  the  Canadian  economy 
in  one  way  or  another.  In  almost  every  other  country  we  find  similar  condi- 
tions, with  governments  doing  something  for  or  to  the  enterprise  of  their 
people. 

It  has  always  been  so  in  greater  or  less  degree.  Rulers  have  rarely  left 
individuals  completely  free  to  do  what  they  wished,  to  do  it  as  they  wished, 
or  to  keep  whatever  income  they  earned.  In  the  first  place,  the  government 
has  tried  to  help  its  people  in  their  work,  by  safeguarding  life  and  property 
through  its  laws,  police,  courts,  penitentiaries,  army  and  navy;  by  provid- 
ing roads  and  harbours,  canals  and  railroads;  by  maintaining  a currency,  a 
system  of  weights  and  measures,  issuing  weather  reports,  collecting  statis- 
tics, giving  tariff  protection,  subsidizing  shipping,  conducting  research,  and 
in  a score  of  other  ways.  When  times  are  bad  the  state  has  to  relieve  the 
victims  of  drought,  flood,  low  prices,  or  unemployment;  it  tries  to  stimulate 
recovery  from  depression;  and  in  recent  times  has  pledged  itself  to  do  its 
utmost  to  prevent  depressions  from  coming  again. 

In  the  second  place,  the  government  regulates  the  way  the  individual 
conducts  his  enterprise  in  order  to  prevent  him  from  doing  things  that  are 
harmful  to  the  health  and  welfare  of  others  or  of  the  communitv  at  large. 
Governments  have  therefore  decreed  that  “tricks  of  the  trade”  be  aban- 
doned, that  goods  be  pure  and  clean,  that  weights  and  measures  be  honest, 
that  necessary  goods  and  services  be  sold  at  a reasonable  price,  that  interest 
rates  be  not  excessive,  and  that  wage-earners  shall  not  work  over-long 
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hours,  toil  in  unhealthy  or  dangerous  surroundings,  or  be  paid  less  than  a 
living  wage.  The  individual  may  be  forbidden  to  practise  certain  occupa- 
tions—such  as  doctor,  lawyer,  or  teacher— unless  he  has  proper  training. 

In  the  third  place,  the  government  supplements  private  enterprise  or  in 
a few  cases  competes  with  it  or  supplants  it.  It  may  run  railroads,  operate 
ships  and  airplanes,  establish  banks,  manufacture  goods,  build  houses, 
generate  electricity,  operate  grain  elevators,  and  provide  a radio  system. 
Sometimes  it  does  these  things  because  there  is  no  profit  in  them  and  pri- 
vate firms  either  will  not  touch  them  or  have  burned  their  fingers  when 
they  did  so.  In  other  cases  the  government  acts  on  the  principle  that  cer- 
tain “public  utilities”  must  be  provided  by  one  service,  since  we  cannot  have 
two  rival  street-car  systems  in  the  same  street  or  two  rival  telephone  com- 
panies in  the  same  area;  and  it  holds  that  such  “monopolies”  should  be  run 
by  the  government  for  the  benefit  of  the  people  rather  than  the  private 
profit  of  stockholders.  Socialists  and  communists  believe  that  all  forms  of 
economic  enterprise  should  be  run  in  that  way,  and  have  expanded  the 
range  of  government  enterprise  wherever  they  have  gained  political  power. 

Finally,  the  government  takes  from  the  individual  part  of  his  income 
while  he  is  alive  and  part  of  his  property  when  he  dies.  By  taxes  of  many 
kinds  it  raises  funds  to  defray  the  expenses  of  government  and  to  pay 
interest  on  money  it  has  borrowed  for  warlike  or  peaceful  purposes.  In 
modern  times  it  has  increased  its  demands  on  the  property  and  income  of 
the  middle  class  and  rich  in  order  to  provide  better  conditions  of  life  for  the 
poor;  and  during  the  first  half  of  the  present  century  it  has  claimed  much 
more  of  the  income  of  all  classes  to  help  pay  the  cost  of  two  world  wars. 
These  wars,  the  circumstances  which  provoked  them,  and  the  disturbed 
conditions  which  followed  them,  have  led  to  a great  extension  of  the  gov- 
ernment’s power  to  help,  regulate,  and  conduct  enterprises  as  well  as  to  tax. 

In  the  following  chapters  we  oh  all  trace  some  of  the  developments  out- 
lined above:  the  growth  in  the  number  and  volume  of  goods  going  to 
market,  the  extension  of  the  trading  area,  the  improvements  in  transporta- 
tion, the  methods  developed  by  merchants,  the  shaping  of  better  money  and 
banking  systems,  and  the  policies  of  governments.  But  since  production 
and  commerce  are  so  closely  bound  together,  we  shall  be  obliged  to  examine 
the  way  men  grew  or  made  the  things  they  consumed  or  sold. 
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Though  we  know  very  little  about  primitive  man,  he  was  evidently  a 
fairly  resourceful  fellow,  especially  in  finding  better  ways  of  obtaining  food 
and  clothing.  At  first  he  got  his  food  in  the  same  way  as  did  the  animals 
around  him:  he  caught  or  collected  it  by  hunting,  fishing,  and  gathering 
wild  fruits,  grains,  nuts,  leaves  or  roots.  But  unlike  the  animals,  he  invented 
weapons  of  wood,  bone,  or  stone  to  help  him— spears,  bows  and  arrows, 
boomerangs,  hammers,  axes,  knives,  and  traps.  Thus  armed,  he  was  more 
successful  in  catching  his  prey  and  in  beating  back  the  animals  which 
tried  to  catch  him. 

Then  in  some  parts  of  the  world,  probably  grassy  plains,  he  tamed  some 
wild  animals— dogs,  cows,  sheep,  goats,  hogs,  hens,  donkeys,  camels  and 
horses.  He  thereby  added  milk  and  eggs  to  his  daily  diet,  kept  a supply  of 
meat  on  hand,  sheared  sheep  to  provide  material  for  clothing,  and  trained 
the  dog  to  help  in  guarding  flocks  or  herds.  He  used  some  animals  as  beasts 
of  burden  to  carry  him,  to  bear  heavier  loads  than  he  could  support  on  his 
own  back,  head,  or  shoulders,  and  to  pull  ploughs  or  carts.  This  last  inno- 
vation was  very  important,  because  human  beings  are  far  less  efficient  at 
carrying  or  pulling  than  are  four-footed  creatures. 

Then  some  men,  or  probably  women,  discovered  that  if  they  tilled  a plot 
of  ground  and  planted  it  with  the  wild  grain  which  they  were  accustomed 
to  collect  and  consume,  a crop  could  be  harvested.  The  work  was  easiest 
and  the  harvest  best  on  the  banks  of  rivers  which  periodically  overflowed, 
spreading  water  and  leaving  behind  a layer  of  silt  to  provide  a good  top- 
soil; but  the  practice  spread  to  less  fertile  regions,  and  even  forest-dwellers 
cleared  away  a few  trees  to  make  room  for  a patch  of  cultivated  soil. 

While  man  was  learning  to  collect  and  catch,  to  tame  animals  and  to 
plant  seeds,  he  was  also  discovering  how  to  make  raw  foods  more  edible 
and  how  to  turn  raw  materials  into  useful  commodities.  He  laid  the  founda- 
tions of  the  basic  manufacturing  industries:  making  flour,  cloth,  pottery. 
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leather,  beer,  wine,  and  articles  of  wood.  He  learned  how  to  start  a fire 
and  thereby  could  bake,  boil,  grill,  and,  perhaps  most  important  of  all, 
could  smelt  such  metal  ores  as  he  discovered.  Hence  the  Stone  Age  gave 
place  to  the  Copper,  Bronze,  and  Iron  Ages.  With  metal  tools,  better  work 
could  be  done  on  stone,  leather,  or  wood— including  the  chopping  down  of 
trees.  With  metal  weapons  more  deadly  attacks  could  be  made  on  hostile 
men  or  animals.  To  complete  this  list  of  useful  inventions  we  must  add 
wheels,  oars,  sails,  and  the  plough. 

These  developments  took  many  thousands  of  years.  At  the  end  of  that 
long  dawn,  by  at  latest  3000  b.c.,  we  see  people  settled  down  in  the  fertile 
valleys  of  the  Nile,  Tigris,  and  Euphrates,  farming,  tending  livestock. 
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making  goods,  erecting  great  buildings,  trading,  worshipping  in  temples, 
and  being  ruled  by  powerful  aristocrats  and  kings.  Since  these  civilizations 
of  Egypt  and  Babylonia  influenced  the  economic  development  of  Europe, 
and  consequently  of  America,  let  us  glance  at  them  for  a moment. 

Egypt  was  virtually  rainless,  but  when  the  water  deposited  by  tropical 
summer  rains  in  Abyssinia  reached  the  lower  Nile  in  July  the  river  rose, 
sometimes  as  much  as  twenty  feet,  and  flooded  the  narrow  valley. 
Egypt  When  it  subsided  it  had  soaked  the  soil  and  left  a layer  of  rich 
silt.  The  ground  was  then  easily  tilled  and  sown,  and  the  crops 
which  grew  during  the  warm  sunny  winter  were  harvested  before  the 
scorching  summer  and  the  next  flood  came.  One  of  the  chief  tasks  of  the 
government  was  to  strengthen  the  river  banks,  dig  ditches  and  construct 
reservoirs  in  order  to  control  the  flood,  steer  it  over  larger  areas,  and  store 
water  for  the  dry  months.  Man  thus  improved  on  the  natural  irrigation  and 
there  was  nearly  always  plenty  of  “corn  in  Egypt.” 

Under  such  easy  farming  conditions  part  of  the  population  could  grow 
enough  food  for  all,  and  the  rest  of  the  people  were  freed  to  engage  in 
other  pursuits  as  manufacturers,  traders,  warriors,  priests,  and  rulers.  Towns 
grew  up  as  centres  of  industry,  trade,  and  government,  with  the  river 
providing  easy  transportation  between  them.  From  the  articles  which  have 
been  found  in  the  pyramids  and  other  great  tombs  we  know  the  high 
quality  of  the  products  that  skilled  craftsmen  could  make  with  simple  tools. 
The  goldsmith  and  jeweller  worked  precious  metals  and  stones  into  elabor- 
ate ornaments.  The  potter  used  a wheel  on  which  to  mould  his  wares  and 
painted  cunning  designs  on  them.  Spinners  made  linen  varn  as  fine  as 
silk  and  weavers  produced  richly-patterned  cloths.  The  cabinet-maker 
decorated  his  furniture  with  inlays  of  gold,  ivory,  and  silver.  The  sculptor 
was  equally  at  home  carving  little  figures  or  hewing  the  Sphinx  out  of  a 
promontory  of  rock.  The  painter  mixed  colours  that  are  still  vivid  after  five 
thousand  years.  Of  course,  these  beautiful  objects  were  not  enjoyed  by  the 
peasant  or  by  the  craftsman  who  made  them.  They  went  to  the  king,  the 
nobles,  or  the  priests,  who  lived  in  luxurious  splendour;  or  they  were  put 
into  the  tombs  so  that  their  owners  would  be  well  dressed  and  housed  in  the 
next  world. 

Very  few  of  the  raw  materials  used  in  making  these  luxury  goods  were  to 
be  found  in  Egypt.  The  country  had  no  forests,  virtually  no  mineral 
deposits,  and  little  of  anything  except  what  its  farmers  grew.  This  defi- 
ciency had  to  be  repaired  by  bringing  supplies  in  from  elsewhere.  They 
were  obtained  in  two  ways : partly  by  seizing  regions  which  produced  them 


Egyptian  farmers,  fishermen  and 
craftsmen  offer  their  wares  for 
sale  on  market  day. 


and  ordering  the  conquered  people  to  pay  tribute  in  the  form  of  produce; 
and  partly  by  trading.  Ships  ventured  out  on  the  waters  of  the  Mediter- 
ranean and  Red  Seas,  while  caravans  of  camels  or  donkeys  moved  overland 
south,  east  and  west.  They  took  Eyptian  wheat,  metal  wares,  linens,  and 
papyrus,  which  was  a kind  of  writing  “paper”  made  by  splitting  and  flatten- 
ing out  reeds  or  bulrushes,  then  pasting  them  together.  They  brought  back 
the  cedar  wood  and  ores  of  Phoenicia  or  Asia  Minor;  gold,  ostrich  feathers, 
ivory,  ebony  and  slaves  from  central  Africa;  drugs,  spices,  and  precious 
stones  from  Arabia,  India,  or  the  East  Indies;  and  the  metals,  furs,  and 
amber  which  Europe  was  able  to  supply. 

The  story  of  Babylonia  closely  resembled  that  of  Egypt.  The  Tigris  and 
Euphrates  overflowed  when  the  snow  on  the  northern  highlands  melted. 

Elaborate  systems  of  flood  control,  water  storage,  and  irriga- 
Babylonia  tion  were  developed,  and  large  yields  of  wheat,  barley  for 
bread  or  beer,  dates  and  animal  products  were  thereby 
obtained.  Military  or  priestly  rulers  defended  the  towns  and  villages,  regu- 
lated the  water  supply,  owned  much  of  the  land  and  claimed  a large  part 
of  its  produce.  Craftsmen  revealed  great  skill  and  artistic  sense  in  making 
the  weapons,  clothing,  furniture,  and  jewellery  for  their  masters. 

Like  Egypt,  Babylonia  had  to  obtain  many  raw  materials  or  finished 
products  from  abroad  by  fighting  or  trading.  Eor  the  latter  her  position  on 
the  map  was  very  favorable,  because  she  was  in  the  middle  of  the  world  of 
her  day.  From  all  points  of  the  compass  she  could  draw  what  she  lacked 
and  give  farm  or  workshop  products  in  return.  The  Babylonian  cities  were 
therefore  centres  of  highly  developed  trade.  The  temple  priests  and  some- 
times the  kings  were  as  keen  merchants  and  bankers  as  were  the  laymen. 
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The  value  of  goods  was  expressed  in  terms  of  a fixed  weight  of  copper  or 
silver,  and  bars  or  round  pieces  of  metal  were  used  in  making  payment;  but 
the  next  step,  to  making  coins,  does  not  seem  to  have  been  taken.  There 
were  laws  and  decrees  to  regulate  partnerships,  contracts,  leases,  loans, 
promissory  notes,  and  the  conduct  of  business  agents.  Traders  wrote  their 
letters  or  kept  records  by  cutting  wedge-shaped  characters  or  words  on 
clay  tablets,  which  they  then  baked.  As  we  read  some  of  the  million  of 
these  records  that  have  been  unearthed,  or  study  the  laws,  the  things  busi- 
ness men  did  and  the  problems  they  faced  in  2000  b.c.  seem  very  modern. 

When  the  river  valley  civilizations  had  become  fully  developed,  Euro- 
peans were  still  living  in  the  Stone  Age,  hunting,  fishing,  collecting,  tending 
cattle,  tilling  a little  land,  using  crude  tools  or  weapons, 
Europe  Enters  and  making  simple  commodities.  Europe  possessed  no 
the  Picture  large  areas  blessed  with  a combination  of  ample  water 
supply,  warm  climate,  and  open  easily-tilled  soil. 
Instead,  the  lands  on  the  north  shore  of  the  Mediterranean  rose  almost 
from  the  water’s  edge  to  hilly  or  mountainous  regions;  much  of  the  northern 
plain  that  stretched  from  the  Bay  of  Biscay  to  Russia  was  covered  with 
forest  which  must  be  laboriously  cleared  before  farming  was  possible;  and 
the  belt  between  northern  and  southern  Europe  was  a land  of  mountains  or 

plateaux,  fairly  good  for  pastur- 
age but  poor  for  crops.  Some 
regions,  such  as  eastern  England, 
Holland,  and  northern  Germany, 
were  so  low-lying,  sandy,  and 
swampy  that  they  were  fit  for 
little  but  fishing  or  duck- 
hunting. 

The  European  climate  had 
some  unpleasant  features.  The 
Mediterranean  summer  was  too 
hot  and  dry  for  growing  grain; 
vines  and  olives  might  need  to 
be  irrigated;  and  there  was  little 
summer  feed  for  livestock,  except 

A Babylonian  merchant  reads 
his  mail,  written  on  clay 
tablets. 


Some  samples  of 
Babylonian 
writing. 


01d«t 


, wliicli  Lecqme 

placed  lnorizoalal|y 

ara<I  Jinally 


Oldest  known  si^n  ^or  gtar  in  £)atylor?ian  an  eigU-rayed 

star, 

later  jinally 

Olde^  sig^rz  Jor  Suri  was  a circle  Q wliicli  tccame  « 


and  jinally 

on  the  high  grounds.  The  winter,  cool  and  rainy,  was  suitable  for  growing 
crops,  but  heavy  rainstorms  often  turned  streams  into  torrents,  washed  loose 
soil  off  the  hillsides  and  deposited  it  in  mudbanks  at  the  river  mouth, 
creating  swamps  which  swarmed  with  malaria-carrying  mosquitoes.  The 
northern  climate  was  more  temperate,  liable  to  have  too  much  rain  rather 
than  too  little,  and  so  raw  in  winter  that  crops  and  grass  would  not  grow 
and  cattle  might  need  to  be  housed  and  fed  in  barns.  In  short,  the 
European  environment  did  not  offer  easy  abundance  to  its  inhabitants. 
They  had  to  work  hard  for  a modest  return. 

Slowly  but  surely  Europeans  learned  how  to  make  better  use  of  what  they 
had.  Bands  or  whole  tribes  of  peoples  migrated  from  Asia  or  Asia  Minor, 
bringing  knowledge  of  how  to  handle  cattle,  cultivate  fields,  extract  min- 
erals, make  pots,  and  use  metal  tools.  Traders  from  the  eastern  end  of  the 
Mediterranean  ventured  their  ships  as  far  as  the  Strait  of  Gibraltar  or  the 
Black  Sea,  seeking  the  minerals  and  other  raw  materials  of  Europe  and 
offering  in  exchange  the  products  of  the  more  highly  developed  lands.  By 
this  mixture  of  migrants  and  merchants  Europe  was  taught  many  lessons  in 
production  and  trade. 

The  first  area  to  feel  these  influences  was  the  south-east,  since  it  was 
nearest  to  Egypt  and  Babylonia.  The  traders  who  came  there  may  originally 
have  been  Egyptians.  For  a long  time  (2500-1500  b.c.  ) they  were  probably 
Cretans.  Crete  lay  almost  exactly  in  the  centre  of  the  eastern  Mediter- 
ranean, and  was  therefore  well  placed  for  contact  by  sea  with  Egypt,  the 
Levant,  Asia  Minor,  the  Black  Sea,  Greece,  and  southern  Italy.  Its  good 
forests  supplied  ship  timber.  Its  soil  and  climate  were  suitable  for  growing 
olives,  grapes,  and  grain,  which  provided  the  three  basic  foods  of  the 
Mediterranean  diet— olive  oil,  wine,  and  bread;  and  in  the  sea  there  was 
plenty  of  the  fourth  basic  food,  fish.  During  a thousand  years  Cretans 
seem  to  have  been  the  middlemen  and  shippers  for  their  half  of  the  Medi- 
terranean. Then  they  were  apparently  wiped  out  by  enemies  from  Greece 
and  Asia  Minor. 
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Their  place  was  taken  by  the  Phoenicians,  who  inhabited  the  narrow 
coastal  strip  north  of  what  is  now  the  state  of  Israel.  The  land  had  good 
cedar  forests  and  some  mineral  deposits,  but  little  soil  fit  for 
Phoenicia  cultivation.  It  was  doubly  well  located:  (I)  Through  it  ran 
the  main  road  which  went  round  the  top  of  the  Arabian 
desert  between  Egypt  and  Babylonia,  and  also  a road  which  went  up  to 
Asia  Minor,  where  the  Hittites  were  producing  iron.  (2)  From  its  ports  of 
Tyre  and  Sidon  sea  routes  fanned  out  to  the  mouth  of  the  Nile,  to  Cyprus 
(rich  in  copper),  Asia  Minor,  North  Africa,  and  Europe.  It  thus  stood  at 
the  western  end  of  the  bridge  between  Europe  and  Asia,  and  from  that  end 
it  could  conduct  both  sea  and  land  trade. 

The  Phoenicians  exploited  their  resources  and  their  location.  They 
served  as  middlemen  between  the  two  river  valley  civilizations,  taking  the 
goods  of  the  one  to  the  other  and  supplying  each  with  lumber  and  minerals. 
They  built  better  ships  than  had  ever  before  sailed  the  Mediterranean  and 
used  sails  as  well  as  oars.  Journeying  farther  and  farther  west,  they 
eventually  reached  Atlantic  waters  outside  the  Strait  of  Gibraltar.  There  is 
a story— which  may  be  true— that  they  navigated  a ship  from  the  Red  Sea 
all  round  Africa  to  the  Mediterranean. 

In  such  travels  they  gathered  wares  from  every  known  part  of  the  world. 
From  the  east  they  secured  the  fine  manufactured  articles,  spices,  and 
drugs  of  Asia;  from  the  remote  European  west  Spanish  copper,  iron,  silver, 
and  gold;  from  the  north  British  tin,  Baltic  Sea  amber  and  furs.  On  the 
North  African  coast  they  collected  ivory,  gold  and  ostrich  feathers  which 
had  come  by  caravan  across  the  Sahara  from  the  centre  of  the  continent. 


Phoenician  traders  displaying  their  wares  to  Western  customers. 
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To  this  exchange  of  other  people’s  produce  they  added  their  own  manu- 
factures. Their  workshops  in  Tyre  and  Sidon  made  fine  linen  and  other 
fabrics,  which  they  dyed  a rich  purple— a colour  for  which  they  had  a 
closely-guarded  secret  formula;  also  glassware  and  richly  designed  metal 
plates  or  drinking  vessels  for  their  wealthy  customers  in  the  river  valley 
palaces.  In  addition,  they  made  cheaper  inferior  articles  for  sale  to  Euro- 
peans; yet  we  can  well  imagine  how  these  goods  dazzled  the  eyes  of  the 
Greek,  Spaniard,  or  Briton,  and  how  a little  of  them  purchased  a lot  of  tin, 
silver  or  furs. 

The  Phoenician  was  thus  merchant,  manufacturer,  navigator,  shipbuilder. 
He  wasjjsa-a  cfltlpnizer.  As  he  pushed  along  the  Mediterranean  he  planted 
a string  of  trading  stations  on  islands  or  on  the  coast,  reaching  as  far  as 
Cadiz  in  Spain.  At  these  ports  of  call  he  picked  up  the  products  gathered  in 
from  the  surrounding  country— and  tried  to  prevent  other  traders  from  get- 
ting them.  One  of  these  colonies,  Carthage,  became  very  famous.  It  was 
situated  on  the  north  coast  of  Africa  opposite  Sicily,  and  by  capturing  the 
western  end  of  that  island  it  gained  command  of  the  Mediterranean  at  its 
narrowest  point.  Carthage  could  therefore  resist  any  rivals  who  wished  to 
pass  beyond  and  made  the  western  sea  virtually  a Carthaginian  lake.  It 
fostered  the  mining  of  metals  in  Spain,  sent  ships  out  beyond  Gibraltar  to 
gather  in  the  wares  of  Atlantic  Europe  and  Africa,  and  fostered  caravan 
trade  across  the  Sahara.  Manufactures  were  built  up  by  skilled  immigrants 
from  Phoenicia,  and  the  land  around  the  city  was  thoroughly  cultivated  to 
produce  grain,  grapes,  and  olives.  Hence  Carthage  grew  rich  and  powerful, 
and  remained  so  until  Rome  rose  to  challenge  her  power  and  capture  her 
riches. 

We  usually  think  of  the  ancient  Greeks  as  Europe’s  first  sculptors,  drama- 
tists, philosophers,  and  orators.  They  were  also  the  first  Europeans  to 
develop_agriculture,  industry,  shipping,  and  trade  as 
Greece  parts  of  a balanced  economy.  Originally  they  were 

1000-300  B.C.  warrior-herdsmen  who  had  migrated  from  the  north, 
fighting  their  way  south  with  iron  weapons,  and  settled 
on  the  Greek  peninsula,  the  west  coast  of  Asia  Minor,  or  the  countless 
islands  scattered  in  the  Aegean  Sea.  Their  new  home  may  have  been  better 
than  the  one  left  behind,  but  it  was  no  land  of  easy  plenty.  The  islands 
were  small,  the  mainland  was  a jumble  of  narrow  valleys  separated  by  steep 
mountain  ranges  which  jutted  out  to  sea  in  forbidding  peninsulas.  The 
highlands,  comprising  a third  of  the  area,  were  worthless  “naked  land  with 
all  her  bones  showing”  (Zimmern).  The  lower  slopes  provided  feed  for 
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sheep  and  goats,  but  not  for  very  many  of  them;  and  there  was  not  a great 
amount  of  land  sufficiently  level  and  fertile  for  cultivating  the  three  basic 
crops:  grain,  olives,  and  grapes.  Consequently,  if  population  increased 
much,  the  demand  for  land  and  food  was  likely  to  exceed  the  supply. 

The  Greeks  dealt  with  this  problem  in  three  ways.  In  the  first  place, 
crippled,  deformed,  delicate  infants,  and  sometimes  apparently  healthy 
girls,  were  exposed  in  a cradle  or  pot  to  the  weather,  left  unfed  and  uncared 
for,  to  die.  This  practice,  infanticide,  was  not  peculiar  to  the  Greeks.  It 
was  a widespread  method  of  insuring  against  having  too  many  mouths  to 
feed,  too  many  weaklings  to  maintain,  or  too  many  daughters  for  whom  the 
father  must  provide  a dowry. 

In  the  second  place,  the  pressure  was  relieved  by  sending  bands  of  emi- 
grants to  plant  colonies  at  some  uninhabited  or  sparsely  settled  spot  on  a 
distant  shore.  The  colonists  were  to  farm  and  fish,  and  ship  any  surplus 
back  to  the  parent  city,  along  with  such  minerals  or  other  materials  as  they 
could  obtain.  Between  800  to  500  b.c.  hundreds  of  colonies  were  planted. 
Many  were  on  the  north  shore  of  the  Black  Sea,  where  Greeks  taught  the 
natives  how  to  grow  grain.  Many  were  in  Sicily  and  southern  Italy,  western 
lands  which  became  as  attractive  to  the  Greeks  as  America  was  to  Euro- 
peans in  modern  times.  Others  were  in  Spain,  France,  North  Africa  and  the 
Nile  mouth.  As  one  Greek  said,  these  colonies  sat  round  the  inland  seas 
like  frogs  squatting  round  a pond. 

In  the  third  place,  some  Greek  states  developed  an  economy  resting  on 
a great  amount  of  foreign  trade— what  today  we  call  an  “export-import 
economy.”  They  produced  as  much  grain  as  possible  at  home,  but  drew 
the  remainder  of  what  they  required  from  abroad;  at  one  time  Athens  was 
importing  four-fifths  of  the  wheat  it  consumed.  To  pay  for  the  imported 
grain,  fish,  and  industrial  raw  materials,  they  built  up  an  exportable  surplus 
production  of  wine,  olive  oil,  and  manufactured  articles.  Some  cities, 
especially  Athens,  Corinth,  and  Miletus,  became  famous  far  afield  for  the 
quality  and  distinctive  patterns  of  their  cloths,  pottery,  bronzes  or  marble 
statues  of  all  sizes,  and  silverware.' 

This  exchange  of  exports  for  imports  stimulated  the  growth  of  a merchant 
class  which  dislodged  the  Phoenicians  from  their  position  as  middlemen 
of  the  eastern  Mediterranean.  It  called  for  the  building  of  a merchant 
marine,  since  the  mountain  ranges  made  land  traffic  impossible.  In  Greece 
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“the  land  divides,  the  sea  unites,”  and  on  that  sea  regular  freight  and  pas- 
senger services  were  run  during  the  summer  months  to  the  chief  Mediter- 
ranean and  Black  Sea  ports.  Trading  companies  or  partnerships  were  set 
up;  insurance  was  well  developed;  coins— which  seem  to  have  been  invented 
about  700  B.c.  by  a city  ruler  in  Asia  Minor— came  into  wide  use;  temples 
and  private  merchants  did  a regular  banking  business. 

Greek  trade  flowed  from  a large  number  of  independent  “city  states.” 
The  city,  with  the  small  area  of  land  around  it,  was  the  state,  fenced  off  by 
mountains  or  the  sea  from  its  neighbours.  While  most  states  remained 
small  in  population,  some  grew  large,  politically  ambitious  and  commer- 
cially aggressive.  Athens  housed  perhaps  300,000  people  and  was  the 
largest;  but  she  had  rivals.  Between  city  states  it  was  easier  to  generate 
friction  than  to  cultivate  friendship  in  trade  or  politics.  Trade  rivalry  com- 
bined with  other  kinds  of  competition  to  make  inter-state  relations  bitter, 
to  provoke  war,  and  to  prevent  joint  action  when  the  country  was  menaced 
by  great  imperial  powers  from  the  north  or  east.  Greece  might  well  be 
called  “The  Disunited  States.” 

Between  350  and  300  b.c.  these  states  were  conquered  and  absorbed, 
along  with  Asia  Minor,  the  Levant,  Babylonia,  and  Egypt,  in  the  Macedon- 
ian Empire  built  up  by  Alexander  the  Great  and  his  father  before  him.  In 
this  vast  empire,  or  in  the  three  kingdoms  into  which  it  later  broke  up,  many 
old  political  barriers  to  trade  were  pulled  down  and  commerce  could  flow 
more  easily  over  a wide  area.  The  Greeks  benefited  by  this  expansion  of 
opportunity.  They  had  fought  in  the  conquering  armies,  and  as  veterans 
they  obtained  land  or  were  settled  in  new  towns.  They  ran  much  of  the 
industry,  commerce,  and  shipping,  especially  in  the  great  port  of  Alex- 
andria, on  the  delta  of  the  Nile,  to  which  goods  flowed  from  every  part  of 
the  world— from  China  in  the  east  and  Spain  in  the  west.  They  held  high 
posts  as  civil  servants  and  tax  collectors  or  as  managers  of  the  great  estates 
annexed  by  the  new  rulers.  They  dominated  the  artistic  and  intellectual 
life  of  the  region.  But  most  of  the  Greek  city  states  from  which  they  had 
come  seem  to  have  stagnated.  “The  glory  that  was  Greece”  had  ended. 

While  the  eastern  Mediterranean  was  witnessing  these  changes,  a new 
power  was  rising  farther  west,  in  Italy.  Rome  began  as  a tiny  republic  of 


22 


THE  STORY  OF  TRADE  AND  COMMERCE 


From:  Robinson,  Ancient  History.  Courtesy  The  Macmillan  Company  and  Cambridge  University  Press. 
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farmers,  led  by  an  aristocratic  class,  who  tilled  the  soil  and 
The  Roman  tended  livestock  on  the  hillsides  in  the  lower  valley  of  the 
Empire  Tiber.  Industry  was  primitive,  commerce  small,  and  the 

Roman  merchant  found  it  hard  to  make  headway  in  com- 
petition with  Greek  or  Carthaginian  rivals.  War  was  a normal  part  of  life, 
and  between  500  and  250  b.c.  Rome  made  herself  mistress  of  the  Italian 
mainland.  Then  she  looked  for  more  worlds  to  conquer  and  therefore  had 
to  cross  swords  with  Carthage,  ruler  of  the  western  Mediterranean.  By  146 
B.c.  three  wars  had  been  waged;  the  control  of  Sicily,  Spain,  North  Africa 
and  of  the  sea  had  passed  into  Roman  hands;  the  city  of  Carthage  had  been 
destroyed,  and  Rome  had  become  a naval  as  well  as  a military  power. 

Once  launched  on  this  career  of  conquest  she  found  it  hard  to  stop.  Her 
legions  went  northward  to  take  Gaul  (France)  and  Britain.  Her  navy  and 
army  went  east  to  capture  the  disrupted  and  run-down  Macedonian  Empire. 
Eventually  her  sway  extended  from  the  Caspian  and  Red  Seas  to  the 
Atlantic,  and  from  the  fringe  of  the  Sahara  to  the  Danube,  the  Rhine,  and 
the  Tweed. 

This  far-flung  empire  encircled  the  Mediterranean  and  included  both 
the  economically  mature  regions  of  the  east  and  the  little-developed  lands 
of  the  west  and  northwest.  It  was  knit  by  the  Roman  policies  into  some- 
thing approaching  a great  free  trade  market.  ( 1 ) There  were  no  high  tariffs, 
political  barriers,  or  fortified  frontiers  to  prevent  goods  or  traders  from 
going  from  one  part  to  another.  (2)  On  land  the  Roman  roads,  built  to 
speed  up  the  movement  of  troops,  made  travel  and  the  carriage  of  goods 
much  easier,  while  the  suppression  of  highway  robbers  made  movement 
much  safer.  (3)  At  sea  the  navy  stamped  out  piracy.  (4)  Uniform  curren- 
cies, uniform  weights  and  measures,  and  the  application  of  Roman  lav/ 
simplified  trade  between  the  different  provinces.  (5)  For  almost  two  cen- 
turies, up  to  about  200  a.d.,  the  Empire  enjoyed  comparative  peace— the 
Pax  Romana  (the  Roman  Peace)  as  it  has  been  called.  There  were  some 
wars  on  the  frontiers  and  occasional  civil  strife  inside  them;  but  the  con- 
quered peoples  no  longer  waged  war  with  one  another  as  they  had  formerly 
been  in  the  habit  of  doing,  and  the  area  was  more  peaceful  than  it  had  ever 
been  before  or  has  been  since. 

During  these  two  centuries  the  economic  activity  of  the  ancient  world 
came  to  a head.  In  backward  lands  along  the  western  fringe  the  Romans 
developed  large  estates,  settled  veterans,  invested  capital,  and  introduced 
new  kinds  of  skilled  industry.  They  thereby  stimulated  farming,  mining, 
manufacturing,  and  building,  in  order  to  supply  the  needs  of  the  garrisons, 
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of  the  towns  which  governed  the  provinces,  and  of  the  Empire  at  large. 
In  Britain,  grain,  wool,  iron,  tin,  and  lead  were  produced  in  greater  quanti- 
ties. In  Gaul  agriculture  and  industries  made  great  headway,  while  the  wool 
and  metals  of  Spain  became  more  important  than  ever. 

In  the  Mediterranean  lands  things  went  on  much  as  usual.  Sicily,  North 
Africa,  and  Egypt  yielded  great  crops  of  grain  which  were  sent  to  provide 
free  bread  for  the  300,000  inhabitants  of  Rome.  In  Greece,  Asia  Minor, 
Alexandria  and  the  Levant,  the  skilled  craftsmen  of  the  towns  continued  to 
turn  out  their  fine  wares,  and  the  eastern  traders  could  roam  safely  over 
the  whole  Empire.  There  was  much  traffic  with  the  barbarians  living 
beyond  the  northern  frontier  and  much  importation  of  spices,  silks,  and 
other  luxuries  from  Asia.  The  map  of  page  22  shows  the  commodities  con- 
tributed by  each  region  and  also  the  routes  on  which  they  were  carried. 

After  about  200  a.d.  the  Empire  became  increasingly  worried  by  attacks 
on  the  frontiers  and  still  more  by  civil  war  inside  them.  Ambitious  generals 
sought  the  position  of  emperor  and  enlisted  the  aid  of  their  soldiers  by 
promises  of  good  pay,  lavish  pensions,  and  permission  to  loot  the  country- 
side or  the  cities.  Rival  claimants  fought  one  another;  a man  had  scarcely 
climbed  on  to  the  throne  before  he  was  knocked  off  it;  there  were  twenty- 
nine  emperors  in  seventy  years  and  only  one  of  them  died  in  bed.  In  such 
turbulent  times  peace  and  prosperity  vanished,  life  and  property  became 
insecure,  the  roads  and  the  sea  were  once  more  harassed  by  robbers  and 
pirates. 

Government  became  bad;  it  also  became  more  expensive.  The  rising  cost 
of  the  court  and  of  the  army  was  met  sometimes  by  debasing  the  currency 
but  more  usually  by  increasing  the  tax  burdens  on  the  population,  especially 
on  the  industrial  and  trading  classes  in  the  towns.  Trade  was  thus  injured 
doubly:  its  conduct  was  faced  with  dangers  and  difficulties,  then  a growing 
part  of  its  shrinking  income  was  taken  from  it  by  armed  plunderers  or  tax- 
collectors.  It  therefore  shrank,  and  many  of  those  who  practised  it  were 
impoverished  to  the  point  of  ruin.  Trade  will  flourish  only  when  it  can  be 
conducted  safely  and  profitably.  In  the  later  centuries  of  the  Empire  this 
became  wellnigh  impossible. 

By  about  300  a.d.  it  was  evident  that  even  the  ablest  emperor— and  there 
were  some— could  not  carry  the  whole  burden  of  defending  and  ruling  so 
vast  a territory.  The  Empire  was  therefore  divided  into  two  parts,  with  two 
emperors.  The  capital  of  the  eastern  half  was  Gonstantinople,  a new  city 
built  for  that  purpose,  while  the  western  half  was  ruled  from  Rome,  Milan, 
or  some  other  Italian  city.  The  long-run  effect  of  this  decision  was  that  the 
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west  was  left  to  sink  or  swim.  The  towns,  were  deserted  by  the  officials  who 
had  lived  there,  the  garrisons  were  withdrawn,  and  the  demand  for  food, 
metals,  cloth,  etc.,  therefore  declined. 

Germanic  peoples  swarmed  over  the  undefended  frontiers  to  take  posses- 
sion of  Britain,  the  Low  Countries,  Gaul,  Spain,  much  of  Italy,  and  North 
Africa.  They  were  not  all  wild  barbaric  destroyers  of  what  they  found. 
Some  of  them  liked  many  aspects  of  the  Roman  way  of  life,  and  wished  to 
enjoy  them.  Yet  their  mode  of  living  was  more  simple  and  rural  than  that 
of  the  Roman  masters.  Perhaps  also  they  were  more  fond  of  fighting  among 
themselves  or  with  other  Germanic  tribes.  At  any  rate,  the  ties  of  politics 
and  of  trade  which  had  bound  the  western  parts  of  Europe  together  and 
linked  the  region  with  the  rest  of  the  Empire  were  seriously  weakened, 
if  not  broken.  The  great  free  trade  market  had  been  bisected,  and  the 
western  half  of  it  fell  to  pieces. 

The  eastern  half  fared  better.  It  had  kept  the  richer  provinces  and  let 
the  poorer  ones  go.  How  it  fared  as  a result  of  cutting  its  losses  we  shall 
examine  in  the  next  chapter. 
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In  the  preceding  chapter  we  scampered  over  at  least  five  thousand  years  in 
a few  pages.  Now  we  must  slacken  pace  and  travel  a little  more  slowly 
through  the  dozen  centuries  which  are  called  the  Middle  Ages  because  they 
lie  between  the  ancient  world  and  the  modern. 

This  period  stretched,  in  round  dates,  from  300  to  1500  A.D.  During  the 
first  seven  or  eight  centuries  the  outstanding  events  were  still  happening 
in  the  lands  around  or  beyond  the  eastern  Mediterranean.  Northern  and 
western  Europe  were  virtually  out  of  the  picture,  and  even  Italy  merited  only 
a little  space  on  the  edge  of  the  canvas.  But  after  about  1000  or  1100  A.D. 
these  regions  grew  in  economic  and  political  importance.  They  learned  how 
to  exploit  their  resources  more  competently,  built  up  some  industries,  traded 
with  one  another  across  the  North  and  Baltic  Seas,  and  came  into  closer 
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contact  with  the  commerce  of  the  Mediterranean,  of  which  the  Italian  cities 
became  the  centre  and  middlemen.  By  the  end  of  the  Middle  Ages  the 
westerners  had  gained  so  much  experience  that  they  were  ready  to  seize 
the  opportunities  created  by  the  discovery  of  the  New  World  and  of  an 
ocean  route  to  Asia;  or,  rather,  they  made  those  opportunities  by  doing  the 
discovering. 

In  about  700  B.C.  a band  of  Greek  colonists  chose  the  north  shore  of  the 
Bosporus  as  site  for  their  settlement  and  called  the  place  Byzantium.  A 
thousand  years  later  (324  A.D. ) the  emperor  Constantine 
Jhe  picked  that  spot  to  be  the  New  Rome  and  changed  its  name 

Byzantine  lo  Constantinople.  Yet  the  Greek  name  stuck;  the  Empire  is 
Empire  known  as  the  Byzantine  Empire,  and  the  gold  coin  which 
circulated  from  Constantinople  throughout  the  early  medieval 
world  was  popularly  called  the  bezant. 

The  Empire  comprised  the  richer  half  of  the  old  Roman  Empire,  with 
well-developed  agricultural  land,  mining  regions,  and  towns  thronged  with 
skilled  craftsmen  or  expert  traders.  From  all  corners  of  this  Empire  products 
flowed  to  Constantinople  to  meet  the  needs  of  the  court,  the  civil  servants, 
the  army,  the  Christian  Church,  the  manufacturers  and  merchants,  and,  in 
the  case  of  Egyptian  grain,  to  feed  the  urban  masses.  In  addition,  luxury 
articles  came  from  far  beyond  the  imperial  borders.  From  China,  by  a long 
overland  route  across  Asia,  raw  silk  was  carried  to  provide  material  for  the 
emperor’s  weaving  shops.  Since  some  of  the  rulers  through  whose  territory 
the  silk  came  imposed  heavy  tolls,  there  was  great  rejoicing  in  Constan- 
tinople when,  in  about  550,  two  monks  arrived  bearing  a small  supply  of 
silkworm  eggs  which  they  had  smuggled  out  of  China  hidden  in  bamboo 
staffs.  Soon  raw  silk  was  being  produced  within  the  Empire,  though  never 
enough  to  meet  all  demands.  From  lands  around  the  Indian  Ocean  came 
the  well-known  spices,  drugs,  precious  stones,  and  cotton  cloths.  From 
northern  Europe  Scandinavian  traders  travelled  by  river  routes  across  Russia 
to  the  Black  Sea,  bringing  amber,  furs,  beeswax,  honey,  and  slaves.  Western 
Europe  sent  minerals,  lumber,  wool,  and  slaves. 

All  roads  and  sea-lanes  thus  led  to  Constantinople.  They  also  led  from 
Constantinople.  The  imperial  city  set  the  fashion  in  dress  and  ornaments 
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for  the  rulers,  nobility,  and  Church  of  the  western  and  northern  lands. 
Traders,  usually  lumped  together  as  “Syrians,”  left  Constantinople  laden 
with  packs  containing  spices,  silks,  crucifixes,  fine  cloth,  weapons,  and 
other  small  but  valuable  wares,  and  wandered  through  the  towns,  fairs, 
courts,  and  abbeys  as  far  as  the  Bay  of  Biscay  in  search  of  customers.  The 
goods  they  displayed  and  the  tales  they  told  made  many  an  ambitious 
young  westerner  eager  to  get  into  the  fame,  fortune,  and  fun  that  the  great 
city  on  the  Bosporus  seemed  to  offer.  For,  as  a medieval  historian  has 
recently  put  it. 

Brilliant,  luxurious,  sophisticated,  Constantinople  was  the  city  of  splendor  and  gay  life, 
as  well  as  the  financial,  industrial  and  commercial  hub  of  the  Empire.  In  Constantinople 
were  the  most  magnificent  buildings,  in  its  circuses  were  held  the  most  spectacular  games 
and  chariot  races.  Constantinople  was  the  New  York  and  Hollywood  of  the  Mediter- 
ranean world  from  the  fourth  to  the  thirteenth  century.  (La  Monte) 

The  Byzantine  Empire  bound  a large  area  together  by  ties  of  govern- 
ment, religion,  and  trade.  In  the  seventh  century  another  large  empire  was 
created.  Soon  after  600  a.d.  an  Arab  camel-driver  and  mer- 
The  chant  called  Mohamed  expounded  a new  religion.  It  became 

Moslem  known  as  Islam  or  Mohamedanism,  and  its  followers  as  Mos- 
Empire  lems.  Soon  most  Arabs  had  accepted  the  new  creed  and  felt 
the  urge  to  spread  it  by  waging  a holy  war.  Their  success  was 
rapid  and  far-reaching.  By  750  the  Moslem  Empire  stretched  from  India 
and  the  boundaries  of  China  to  the  Atlantic.  It  included  the  Levant  and 
Egypt,  both  snatched  from  Constantinople;  all  North  Africa,  Spain  and 
Portugal,  and  many  of  the  Mediterranean  islands.  Footholds  were  gained 
in  southern  France;  at  least  one  Alpine  pass  was  blockaded;  coastal  towns 
in  Italy  were  attacked  and  sacked;  and  though  Constantinople  resisted 
many  sieges  its  emperor  often  had  to  buy  off  the  Moslems  by  paying  them 
tribute  or  bribes. 

The  economic  effects  of  this  expansion  were  both  destructive  and  con- 
structive. On  the  one  hand,  Constantinople  lost  some  rich  provinces  and, 
with  them,  its  cheap  wheat  from  Egypt.  Its  sea  routes  to  the  west  were 
rendered  hazardous  by  attacks  from  Moslem  ships,  but  it  seems  very 
unlikely  that  east-west  trade  was  destroyed  either  completely  or  perman- 
ently. On  the  other  hand,  a vast  area  was  knit  together  by  threads  of 
commerce,  religion,  and  culture.  The  Moslem  rulers  did  not  compel  the 
conquered  people  to  accept  the  new  religion.  Those  who  wished  to  retain 
their  old  faith  paid  higher  taxes,  then  were  left  free  to  carry  on  their  own 


Moslem  fighters  and 
merchants. 

way  of  life,  work,  and  worship. 

Further,  the  rulers  did  not  look 
down  with  contempt  on  trade  and 
traders,  as  did  the  upper  classes 
in  Greece  and  Rome  and  as  the 
church  and  feudal  nobility  of 
medieval  Europe  were  going  to 
do.  Mohamed  had  been  a trader, 
as  had  countless  Arabs  before 
him.  Much  of  their  home  land 
was  so  arid  and  worthless  that  a 
large  fraction  of  the  population 
had  to  earn  its  living  by  operating 
caravans  across  the  desert,  by 
shipping  goods  along  the  coasts  or 
across  the  Indian  Ocean  and  Red 
Sea,  and  by  trading  wherever 
they  could  find  markets. 

These  trading  and  transporting 
activities  could  now  be  carried  on 
over  a far  wider  expanse,  stretch- 
ing from  China  to  Spain.  Some 
Moslem  merchants  frequented  the 
ports  of  India  and  Ceylon  to  meet 
ships  that  had  brought  spices 
from  the  East  Indies  or  silk  from 
China;  but  others  went  all  the 
way  to  buy  their  supplies  in  the 
country  of  production.  These  wares  they  carried  westward  by  one  of  the 
two  main  routes  between  east  and  west:  (I)  Up  the  Persian  Gulf  and  the 
Tigris  or  Euphrates,  then  overland  to  the  Levant,  or  the  Black  Sea,  or  the 
Caspian;  (2)  Across  the  Indian  Ocean,  up  the  Red  Sea,  then  overland  to 
the  Nile  and  Alexandria. 

Behind  this  far-flung  trade  was  a great  body  of  production.  Agriculture, 
manufacturing,  and  mining  expanded  in  such  old  haunts  as  the  ancient 
river  valleys  and  Phoenicia.  New  kinds  of  cultivation  and  new  industries 
were  introduced  into  such  backward  areas  as  Spain  or  Sicily.  In  the  former 
country  irrigation  works  were  restored  and  extended,  and  new  kinds  of 
things  were  grown,  such  as  oranges,  sugar  cane,  strawberries,  asparagus. 
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riee,  spinach,  and  roses.  Silver  and  iron  mines  were  reopened.  Iron  was 
converted  by  skilled  immigrants  into  weapons  and  armor  which  made  the 
sword  blades  of  Toledo  rival  in  repute  those  of  Damascus.  The  grazing 
lands  were  well  stocked  with  sheep  and  cattle,  from  whose  wool  and  hides 
craftsmen  in  Cordova  and  other  cities  made  beautiful  cloths,  carpets,  and 
leather  goods.  Silk  cultivation  was  brought  to  Sicily  and  Spain  to  provide 
material  for  making  fabrics. 

Moslem  life  was  focussed  on  large  cities  such  as  Bagdad,  which  were  the 
economic  and  political  centres  of  the  kingdoms  (called  caliphates)  into 
which  the  Empire  soon  broke  up.  The  Arabian  Nights  is  perhaps  only  an 
over-coloured  picture  of  these  cities,  with  their  palaces  inhabited  by  rich 
fierce  rulers  and  countless  (sometimes  beautiful)  slaves;  their  bazaars 
crowded  with  craftsmen  and  sellers  of  all  conceivable  kinds  of  goods;  and 
their  streets  thronged  with  merchants  who  have  journeyed  by  land  or  sea 
to  the  far  corners  of  the  earth.  Here  students  of  science  learned  all  they 
could  from  Greek,  Persian,  and  Indian  fore-runners  and  added  much  to  it 
in  mathematics,  medicine,  astronomy,  geography,  chemistry,  and  philo- 
sophy. They  invented  algebra,  and  gave  us  what  we  still  call  Arabic 
numerals.  They  transmitted  to  the  west,  probably  from  China,  the  making 
of  paper  and  later  the  use  of  the  mariner’s  compass.  Their  vocabulary  gave 
us  such  words  as  candy,  cotton,  muslin,  lemon,  sherbet,  syrup,  sofa,  guitar, 
captain  and  admiral. 

Moslems  and  Christians  did  not  love  one  another.  The  former  were  not 
disposed  to  welcome  the  latter  into  their  harbours,  and  the  Pope  forbade 
Christians  to  have  any  dealings  with  the  infidel.  Yet  there  were 
The  commodities  that  each  Empire  desired  to  get  from  the  other,  and 
Italian  some  that  each  wanted  from  the  economically  backward  regions 
Cities  north  or  northwest  Europe.  From  those  regions  the  Moslems 
therefore  became  great  buyers  of  timber,  iron,  furs,  and  great 
numbers  of  slaves— white-skinned  ones,  chiefly  from  the  areas  inhabited  by 
Slavs  in  what  today  is  Poland  and  western  Russia.  They  paid  for  them  by 
selling  spices  and  other  luxury  produce,  olive  oil,  horses  and  mules,  and  also 
handed  over  some  gold,  of  which  they  had  large  quantities.  This  gold 
found  its  way,  along  with  baser  metals  and  other  raw  materials,  to  Con- 
stantinople to  pay  for  what  the  backward  lands  purchased  from  the 
Byzantine  Empire. 

This  trade  between  the  north  and  northwest  on  the  one  hand  and  the 
two  Empires  on  the  other  was  fostered  by  the  traders  of  the  Italian  cities. 
Such  places  as  Amalfi,  Pisa,  and  Genoa  gradually  gained  a toehold  in  Mos- 
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lem  ports  as  well  as  easier  access  to  Constantinople.  Their  success  was, 
however,  overshadowed  by  that  of  Venice.  Venice  was  founded  in  452  a.d. 
on  some  mud-flat  islands  at  the  top  of  Adriatic  Sea  by  refugees  fleeing 
from  the  fury  of  Attila  and  his  Huns.  Later  barbarian  raids  drove  other  dis- 
placed persons  there.  The  settlers  caught  fish  and  collected  salt  left  behind 
when  sea-water  trapped  in  shallow  pools  evaporated  during  the  hot  dry 
summer.  They  took  the  fish  and  salt  up  the  rivers  of  North  Italy  and 
through  the  Alpine  passes,  to  sell  to  customers  in  the  heart  of  the  continent, 
and  brought  back  metals,  furs,  and  slaves.  They  began  to  build  good  ships, 
loaded  them  with  these  commodities,  and  headed  for  the  Moslem  ports 
in  Egypt  or  the  Levant  and  the  harbour  of  Constantinople.  They  returned 
to  Venice  with  cargoes  of  Moslem  or  Byzantine  products,  which  they  distri- 
buted by  land  in  central  Europe,  along  with  the  fish  and  salt. 

By  1000  A.D.  this  land  and  sea  traffic  was  making  Venice  so  wealthy  and 
powerful  that  the  Byzantine  emperor  was  glad  to  have  her  as  a naval  ally. 
She  rendered  valuable  service  in  many  campaigns,  but  charged  a price 
which  rose  higher  each  time,  and  in  1082  included  the  right  of  her  mer- 
chants to  trade,  free  of  customs  duties,  in  all  ports  of  the  Empire.  By  that 
time  she  was  well  on  her  way  to  becoming  the  middleman  of  Europe. 

In  313  Constantine  abandoned  the  old  practice  of  persecuting  Christians 
and  recognized  Christianity  as  one  of  the  official  religions  of  the  empire. 

By  that  time  the  new  faith,  though  obliged  to  keep  under- 
The  ground,  had  won  converts  in  many  walks  of  life  and  had 

Christian  worked  out  its  organization,  with  bishops,  priests  and  deacons. 
Church  Now  it  could  carry  on  its  missionary  labours  over  wider  terri- 
tory, strengthen  its  structure,  and  find  unity— in  western  Europe 
at  any  rate— under  the  growing  authority  of  the  Pope  in  Rome. 

For  its  work  the  Church  needed  income.  Buildings  had  to  be  erected 
and  maintained,  bishops,  priests,  and  monks  had  to  be  clothed,  fed,  and 
housed.  This  income  was  drawn  chiefly  from  church  property,  mostly  land 

A ^ Venice  and  one  of  its  ships 
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given  by  the  Emperor,  by  kings  who  were  converted  to  the  new  faith,  by 
nobles  and  other  landowners.  So  lavish  were  these  gifts  that  the  Church 
became  the  largest  landowner  in  Europe;  in  France,  Spain,  and  some  other 
countries  it  acquired  perhaps  a third  of  the  whole  area.  Sometimes  the  land 
was  already  well  occupied  by  farmers,  so  there  was  a yield  of  income  at 
once.  But  that  granted  to  monasteries  might  be  in  remote  regions,  and  the 
monks  therefore  set  out  to  break  virgin  soil  in  order  to  develop  farms  or 
sheep  ranches.  Often  farmers  and  craftsmen  came  to  live  within  the  shadow 
and  sanctuary  of  a church  or  abbey;  towns  grew  up  around  abbeys, 
cathedrals,  or  bishops’  palaces;  and  the  church  door  or  church  yard  might  be 
the  birthplace  of  a market  or  fair. 

The  income  from  land  was  supplemented  by  regular  or  special  payments 
from  the  laymen.  There  was  the  tithe,  a tax  levied  by  the  Church,  which 
amounted  to  one-tenth  of  a person’s  produce.  There  were  marriage  fees, 
payments  made  by  those  who  wished  to  have  masses  said  on  behalf  of  some 
relative,  and  fees  or  fines  charged  by  the  courts  in  which  the  Church’s  law 
—canon  law,  as  it  was  called— was  administered.  In  these  and  many  other 
ways  the  Church  gathered  its  income,  and  was  thereby  enabled  to  minister 
to  the  spiritual  needs  of  the  people. 

By  600  A.D.  the  Germanic  peoples  who  had  swarmed  across  the  Roman 
imperial  frontiers  were  settled  down  in  their  new  homes,  especially  in  the 
region  which  today  includes  western  Germany,  Belgium,  Hol- 
land, Denmark,  France,  and  England.  In  the  swamps,  forests, 
and  plains  of  their  old  homes  they  had  been  hunters,  fishers,  and 
herdsmen,  had  done  a little  tillage,  some  simple  manufacturing, 
mining  and  metal  work,  and  a fair  amount  of  fighting.  In  their 
new  homes  they  continued  these  pursuits,  but  since  the  soil  and  climate 
were  more  congenial  than  they  had  formerly  known  they  gave  more  atten- 
tion to  farming  and  care  of  livestock.  Tribe  sometimes  fought  tribe,  leaders 
became  kings  of  the  land  as  well  as  of  the  people,  and  those  who  helped 
the  ruler  in  war  or  in  government  received  grants  of  land  from  which  to 
draw  their  income. 

In  the  far  north,  the  soil  of  Scandinavia  was  so  poor  in  quality  and  small 
in  quantitv,  and  the  climate  so  harsh,  that  there  were  few  land  resources. 


A Viking  long  ship,  used  for  raids 
(note  the  shields)  and  for  journeys 
to  leeland  or  possibly  even  to 
North  America. 
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except  forests,  capable  of  development.  The  people  of  that  region— the 
Vikings— were  therefore  driven  to  exploit  the  sea.  They  fished  in  its  shallow 
waters,  they  crossed  it  as  emigrants,  as  traders,  or  as  raiders  of  the  more 
pleasant  lands  farther  south.  They  sailed  as  far  as  Iceland,  planted  a colony 
there,  and  a few  of  them  went  farther  to  reach  North  America.  They 
swept  down,  year  after  year,  on  the  coasts  and  estuaries  of  the  North  Sea, 
English  Channel,  Bay  of  Biscay,  and  Irish  Sea,  to  ravage  villages,  towns, 
and  monasteries,  and  returned  home  with  their  long  boats  full  of  booty. 
They  invaded  and  settled  in  northeast  England,  Ireland,  and  Normandy;  a 
few  of  them  went  farther  still  to  take  Sicily  from  the  Moslems. 

When  the  raiding  was  over,  or  in  peaceful  interludes,  some  of  them 
became  traders.  They  trafficked  between  their  native  or  adopted  lands  and 
all  the  other  coasts  of  northwestern  Europe.  The  Swedes  pursued  their 
trade  in  the  Baltic,  went  far  up  some  Russian  river,  crossed  by  portage  to 
the  headwaters  of  the  Dneiper  or  Don  or  Volga,  made  their  way  down- 
stream to  the  Black  Sea  and  Constantinople,  or  to  the  Caspian  Sea  and  some 
port  frequented  by  Arab  merchants. 

Most  Europeans— probably  nine-tenths  of  them— were  country-dwellers, 
and  the  overwhelming  majority  of  them  were  primary  producers,  tilling  the 
soil,  looking  after  livestock,  doing  some  job  in  a forest. 
The  working  in  a shallow  mine  or  quarry,  or  catching  fish  off 

Medieval  the  coast. 

Countryside  How  far  they  were  producing  goods  for  market  rather 
than  for  their  own  consumption  and  use  depended  on  the 
time,  the  place,  and  the  attitude  of  the  farmer.  If  no  market  was  available, 
there  could  be  no  sales;  but  if,  when,  and  where  one  was  accessible  the 
farmer  might  turn  part  of  his  attention  to  producing  what  today  we  call  a 
“cash  crop.”  Prior  to  1000  a.d.  there  may  have  been  few  market  opportuni- 
ties in  northwestern  Europe,  though  there  were  more  than  we  used  to 
think;  and  in  the  Mediterranean  lands  farmers  had  been  producing  for 
market  for  over  a thousand  years.  Yet  even  the  most  isolated  community 
could  not  be  completely  self-sufficing  or  self-contained,  but  only  predomin- 
antly so.  It  had  to  bring  in  iron  from  outside,  so  that  the  blacksmith  could 
make  shoes  for  horses  and  oxen,  tips  for  the  points  of  wooden  ploughs, 
sickles,  and  the  like;  salt  must  be  brought  in  so  that  the  farmer  could  pre- 
pare his  winter’s  stock  of  salt  beef  or  pork;  and  inland  villages  might  have 
no  local  supply  of  fish  for  fast  days.  To  pay  for  these  “imports”  the  villagers 
must  produce  something  they  could  sell. 

Medieval  farmers  comprised  one  of  the  three  classes— nobility,  church. 
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and  peasantry— into  which  rural  society  was  divided.  At  the  head  of  that 
“feudal”  society  was  a king,  who  was  ruler,  warrior,  judge  and  landlord  in 
chief.  Below  him  were  the  great  nobles,  who  helped  him  in  his  ruling,  fight- 
ing and  judging,  and  received  much  land  from  him  as  reward  and  source  of 
income.  Below  them  were  lesser  nobles,  with  smaller  estates  which  they 
received  from  the  great  nobles  in  return  for  military  and  other  services;  and 
there  might  be  still  lower  ranks.  The  Church  also  had  its  different  divisions 
or  layers,  each  with  its  special  task  to  discharge  and  its  land  grants.  At  the 
bottom  of  the  scale  were  the  peasants.  By  a nice  division  of  labour  each 
class  had  its  assigned  work  to  do.  The  king  and  nobles  protected  the  country 
from  attack,  made  laws,  administered  justice,  and  kept  order;  the  Church 
helped  men  to  save  their  souls;  the  peasants  worked  to  provide  the  food 
and  other  materials  needed  by  themselves  and  by  their  lords  and  masters. 

All  of  them  had  to  draw  their  income  from  the  land.  So  long  as  there  was 
little  trade  and  not  much  money  in  circulation,  the  king  could  not  collect 
in  taxes  sufficient  cash  to  buy  food  and  clothing,  pay  judges  and  soldiers  and 
civil  servants,  and  run  the  state.  There  was  little  coin  to  put  into  the  collec- 
tion box  to  maintain  the  priest,  or  to  pay  the  landlord  a rent  which  he  could 
then  spend  to  buy  his  necessaries,  comforts,  and  luxuries.  All  classes  must 
keep  close  to  the  soil  and  live  on  what  they  got  from  their  particular  share 
of  it.  To  see  how  they  did  this,  let  us  paint  a composite  picture  of  a 
medieval  village,  or  a manor  as  it  was  called  in  England. 

Our  imaginary  village  consists  of  a cluster  or  string  of  peasants’  cottages, 
a church,  flourmill,  blacksmith’s  shop,  probably  an  oven,  and  a wine-press 
if  the  place  is  in  southern  France.  Some  distance  away  from  the 
The  cottages  stands  the  manor  house,  in  which  the  landlord  or  his 
Manor  representative  lives,  or  in  which  he  lodges  when  he  come  round 
on  a tour  of  his  estates.  It  may  be  a mean  shabby  group  of 
buildings,  perhaps  made  of  wood;  but  if  the  landlord  is  the  king  or  one  of 
his  great  nobles,  it  may  be  a large  strongly-built  castle,  with  shops  and  sheds 
in  which  all  kinds  of  workers  make  the  armour,  weapons,  clothes,  wine,  ale, 
bread,  and  other  things  needed  by  the  great  household.  The  rest  of  the 
landscape  consists  of  ploughed  fields,  of  meadows  which  produce  hay,  and 
of  great  open  common  pastures  on  which  the  livestock  search  for  food.  These 
commons  may  fade  away  into  woodland,  waste,  swamp,  moor,  or  hillside 
stretching  to  the  borders  of  the  next  village. 

Some  of  the  land— perhaps  half  of  it— is  retained  by  the  landlord  as  his 
domain;  the  rest  is  in  the  hands  of  the  villagers.  But  the  landlord  does  not 
cultivate  the  domain  himself,  with  either  slaves  or  hired  labourers.  Instead 


keep  me  supplied  with  firewood,  help  me  when  I want  a building  erected  or  repaired, 
carry  my  baggage  when  I travel,  and  beat  up  the  game  when  I have  a hunting  party. 
This  will  mean  that  each  of  you  has  to  come  and  work  for  me  two  or  three  days  a week 
and  give  me  a little  over-time  at  haymaking,  sheep-shearing,  and  harvest. 

In  addition  to  these  labour  services  you  will  hand  over  a small  amount  of  wheat,  eggs, 
meat,  bread,  and  ale  at  certain  times,  and  a penny  or  two  in  money  each  year.  You  will 
use  my  mill,  oven,  and  winepress,  and  pay  a service  fee  in  flour,  bread,  or  wine.  You  will 
pay  me  a few  pennies  when  your  daughter  marries,  especially  if  she  weds  a man  living 
on  another  manor,  since  that  will  reduce  our  local  labour  supply.  You  will  also  pay  me 
if  any  boy  of  yours  goes  off  to  become  a priest,  since  I thereby  lose  his  labour.  You  will  be 
subject  to  my  court  and  pay  me  any  fines  inflicted  on  you  for  misbehaviour.  You  will 
pay  me  taxes  occasionally.  Finally,  when  you  die  I can  claim  your  best  beast  as  death 
duty,  and  your  heir  will  pay  an  inheritance  tax. 

In  return  for  these  payments  in  labour,  produce,  and  money  I will  let  you  use  the  rest 
of  my  land.  By  working  it  you  will  be  able  to  provide  for  your  own  needs  and  also  pro- 
duce what  you  have  to  give  me  and  what  you  are  bound  to  hand  over  to  the  priest. 

Actually,  of  course,  no  such  conversation  took  place,  no  such  bargain 
was  struck.  The  landlord  was  lord  of  those  who  dwelt  on  his  land  and  could 
command  them  to  do  as  he  wished.  They  were  mostly  serfs,  bound  to  the 
soil,  unable  to  go  anywhere  else  (except  by  running  away),  subject  to  the 
lord’s  will  and  the  lord’s  justice.  Yet  in  course  of  time  the  relations  between 
the  lord  and  his  serfs  did  become  a sort  of  contract,  the  terms  of  which 
became  hallowed  by  custom,  were  inscribed  in  the  manor  court  records,  and 
henceforth  proved  virtually  unalterable.  Thus  the  serf  had  certain  recog- 
nized obligations  to  provide  the  lord  with  an  income,  and  in  return  he  had 
a right  to  the  use  of  some  land.  If  he  was  bound  to  the  soil,  the  soil  was 
bound  to  him  and  could  not  be  taken  away  from  him  so  long  as  he  paid  the 
customary  rent  in  service,  goods,  and  money. 
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When  they  were  not  working  on  the  lord’s  domain  the  villagers  looked 
after  their  own  land  and  livestock.  Some  of  them  had  about  thirty  acres 
of  plough  land,  others  half  that  amount  or  even  less.  This  land  was  not  in 
one  solid  block,  as  is  the  case  today,  with  a fence  or  hedge  round  it.  Instead, 
the  whole  arable  land  of  the  village  was  divided  into  a number  of  large 
fields  which,  in  turn,  were  cut  up  into  long  narrow  strips,  possibly  an  acre 
in  area.  A peasant’s  arable  holding  consisted  of  a number  of  these  strips 
scattered  over  the  various  fields.  In  the  illustration  on  page  35,  Farmer  No. 
1 has  thirty  pieces  of  land  in  the  two  fields,  while  Farmer  No.  2 has  four- 
teen, and  there  would  be  other  fields  not  shown  on  the  map. 

On  these  strips  the  peasants  grew  their  crops.  In  the  best-farmed  villages 
they  divided  the  fields  into  three  groups;  on  any  one  of  them  they  grew 
wheat  or  rye— the  bread  crop— in  the  first  year;  barley— the  drink  crop— in 
the  second  year;  and  they  left  the  land  fallow— ploughed  but  not  planted- 
in  the  third  year,  so  that  it  could  recuperate.  In  addition  to  the  arable  fields, 
there  were  meadows,  from  which  hay  was  cut  and  shared  out  among  the 
villagers  to  provide  feed  for  cattle  in  winter;  and  there  were  the  open  com- 
mon pastures,  land  which  had  not  yet  been  improved  or  brought  into  culti- 
vation, on  which  the  peasants’  animals  roamed  and  grazed.  On  the  waste 
the  sheep  wandered  and  in  the  woods  pigs  searched  for  nuts  and  acorns. 

To  us  moderns,  this  “mingle-mangle”  of  strips,  fallow  fields  and  common 
pastures  may  appear  uneconomical.  The  waste  of  land  in  footpaths  and 
fallows  seems  great,  as  does  the  waste  of  time  in  getting  from  one  strip  to 
the  next.  When  all  the  livestock  were  mixed  together  on  the  common  pas- 
tures, careful  breeding  must  have  been  impossible  and  the  spread  of 
animal  diseases  inevitable.  Yet  the  fact  that  the  system  survived  in  some 
places  for  a thousand  years  suggests  that  it  must  have  satisfied  the  people’s 
needs,  or  at  least  that  it  was  the  best  method  possible  with  medieval  knowl- 
edge and  equipment.  Much  hard  work  was  required  to  produce  meagre 
returns.  It  took  a team  of  four  or  six  oxen  a day  to  plough  one  acre,  and 
more  than  two  days  for  a man,  armed  with  a sickle,  to  harvest  an  acre  of 
grain.  In  good  years  the  fields  might  yield  the  peasants  a surplus  which 
they  could  sell;  but  in  poor  years  there  was  scarcity,  even  famine. 

If  population  grew,  more  land  had  to  be  cleared  and  ploughed,  or  the 
surplus  people  must  overflow  elsewhere.  Some  of  them  ran  away  to  the 
growing  towns.  Others  went  off  to  start  a new  village  on  the  frontier.  Kings 
or  nobles  who  had  conquered  or  been  granted  new  territories  might  transfer 
serfs  or  invite  settlers  to  come  and  help  them  break  the  new  ground.  Mon- 
asteries set  up  in  remote  places  induced  settlers  to  come  to  them,  thus 
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expanding  the  area  of  farmland,  vineyards,  or  ranches.  During  the  twelfth 
and  thirteenth  centuries  this  spreading  out  was  very  marked  in  England, 
France,  and  in  the  region  stretching  eastward  from  the  River  Elbe  to 
beyond  the  Vistula.  Kings  and  nobles  from  western  Germany  captured  that 
large  area  from  the  Slavs  who  occupied  it,  and  threw  it  open  to  farmers, 
monks,  and  traders.  In  those  centuries  settlers  went  eastward  to  the 
frontier,  just  as  in  modern  America  they  went  westward. 

By  that  time  the  stream  of  industry  and  commerce  which  began  to  flow  in 
increasing  volume  over  most  parts  of  Europe  after  about  1000  a.d.  was 
having  far-reaching  effects  on  agriculture.  Growing  towns  and  industries 
needed  more  food  and  raw  materials.  The  growth  was  most  marked  in 
northern  Italy,  the  Rhine  valley,  and  Belgium.  Hence  the  farmers  in  those 
areas  felt  the  greatest  stimulus  to  increase  their  output  or  to  specialize  on 
the  produce  which  the  towns  required.  But  farmers  farther  afield  also  took 
a hand.  English,  Scots,  and  Spanish  wool  was  taken  to  Belgium  and  Italy 
to  feed  the  looms  in  those  regions.  French  wines  were  shipped  to  England, 
Scandinavia,  and  the  new  towns  on  the  German  frontier.  From  that  frontier 
the  new  farmers  sent  grain  down  the  Vistula  or  some  other  river  to  Dantzig 
or  some  other  port  on  the  Baltic  coast,  whence  it  was  shipped  to  feed  the 
industrial  workers  in  the  Belgium  towns.  Similarly  the  trade  in  flax,  dairy 
produce,  live  cattle,  and  salted  meats  increased. 

In  order  to  have  more  time  for  producing  these  cash  crops  some  serfs 
persuaded  their  landlords  to  accept  money  in  place  of  labour  services,  and 
were  thereby  enabled  to  devote  all  their  days  to  working  their  own  hold- 
ings. Meanwhile,  some  energetic  landlords  felt  they  would  like  to  get  some 
of  the  profit  to  be  earned  in  this  expanding  market  for  farm  produce.  They 
therefore  cultivated  their  domains  more  vigorously,  worked  their  serfs 
harder,  and  built  up  great  flocks  of  sheep— 20,000  to  30,000  in  some  cases— 
or  large  wheat  fields  and  vineyards.  Thus  in  a variety  of  ways  the  growth 
of  industry,  commerce,  and  towns  affected  those  parts  of  the  countryside 
which  were  within  its  reach.  To  that  growth  we  must  now  turn. 

SUPPLEMENTARY  READING 
Heaton,  Economic  History  of  Europe,  chaps.  4-6. 

PiRENNE,  H.,  Economic  and  Social  History  of  Medieval  Europe,  chap.  3. 

Power,  Eileen,  Medieval  People  (a  Penguin  Book),  chap.  1. 

Bennett,  H.  S.,  Life  on  the  English  Manor,  1150-1400. 

La  Monte,  J.,  The  World  of  the  Middle  Ages,  chaps  1,  13.  (For  permission  to  quote  the 
description  of  Gonstantinople  from  this  book  the  author  is  indebted  to  the  publishers, 
Appleton-Gentury-Grofts. ) 


c 


Armourers 


IIDIISTRI 


When  we  say  that  the  three  or  four  centuries  after  1000  a.d.  saw  a great 
growth  of  trade,  industry,  and  commercial  agriculture,  we  must  beware  of 
exaggerating  the  extent  of  what  happened.  It  is  true  that  an  increasing 
number  of  Italian  craftsmen  earned  their  living  making  high-grade 
products;  that  Italian  merchants  expanded  greatly  their  trade  with  Africa, 
Asia,  and  northwestern  Europe;  that  more  Belgians,  Germans,  Frenchmen, 
and  Englishmen  were  engaged  in  industrial  pursuits  or  were  busy  trading  in 
these  manufactured  goods  as  well  as  in  the  primary  produce  of  the  region; 
and  that  the  exchange  of  goods  between  north  and  south,  between  east 
and  west,  became  so  large  and  well-organized  that  Europe  came  to  look 
more  like  one  market.  Yet  in  spite  of  all  this  development,  the  greater  part 
of  medieval  agriculture  was  usuculture— production  for  consumption  by  the 
producer;  the  greater  part  of  medieval  industry  was  either  usufacture  or 
was  small-scale  production  for  sale  to  some  nearby  customer  and  consumer; 
and  the  greater  part  of  the  trade  was  local  neighbourhood  exchange  rather 
than  long  distance  commerce. 

The  peasant  family  spent  much  time  turning  farm  produce  into  eatables 
or  drink  and  making  simple  articles  of  fibre,  wood,  leather,  or  clay  for  its 
own  use.  As  with  the  cottage,  so  with  the  manor  house. 
Medieval  monastery,  or  castle;  many  articles  needed  there  were  made  on 
Industry  the  premises. 

For  certain  processes  or  products,  however,  the  peasant  had 
to  depend  on  special  workers.  These  men  had  tools  and  equipment  which 
he  could  not  hope  to  own,  and  they  possessed  greater  skill  and  “know  how” 
than  the  amateur  could  ever  acquire.  The  manorial  records  are  well  sprinkled 
with  references  to  men  whose  name  tells  their  craft— John  the  Smith,  Henry 
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the  Webster  (weaver),  William  the  Lister  (dyer),  John  the  Walker  (fuller), 
and  so  forth,  with  carpenters,  thatchers,  bakers,  brewers,  coopers,  masons, 
millers,  and  others  identified  through  their  occupations. 

These  men  might  work  on  materials  belonging  to  their  customers. 
The  miller  ground  the  villagers’  grain  and  charged  a fee  for  his  service. 
The  weaver  might  make  into  cloth  the  yarn  spun  by  peasants  who  had  no 
loom  or  who  did  not  know  how  to  weave  some  special  kind  of  fabric.  The 
baker  made  bread  from  dough  which  the  housewife  had  kneaded  and 
brought  to  his  oven.  But  as  time  went  on,  the  craftsman  might  find  it  worth 
his  while  to  buy  material,  make  it  up,  and  sell  goods— flour,  bread,  cloth, 
clothes— rather  than  sell  only  his  labour. 

The  skilled  seller  of  services  or  goods  needed  sufficient  customers  to  keep 
him  fully  employed.  To  get  them  he  might  have  to  go  round,  with  a kit  of 
tools  or  pack  of  products,  from  village  to  village  on  a wide  circuit.  In  a 
large  village  or  town,  however,  there  would  be  sufficient  demand  to  keep 
him  busy,  and  he  could  therefore  set  up  a shop,  let  customers  come  to  his 
door,  or  display  his  wares  on  the  sidewalk  in  front  of  his  shop  or  in  the 
market  place. 

Many  a medieval  craftsman  never  got  beyond  this  simple  direct  neigh- 
bourhood service  or  selling.  His  transactions  were  small-scale  and  retail, 
so  he  has  been  aptly  labelled  a retail  craftsman.  His  workshop  was  part  of 
his  house,  his  wife  and  children  might  help  him,  perhaps  he  was  training  an 
apprentice,  and  if  he  was  prospering  he  might  need  to  employ  a journey- 
man, i.e.,  a wage-earner.  In  the  larger  towns  each  man  specialized  on  one 
process  or  product.  The  wax-chandler  did  not  make  tallow  candles,  the  pie- 
maker  was  a different  person  from  the  baker  or  the  cook,  the  shoemaker 
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left  repairing  to  the  cobbler,  and  in  Florence  dice-making  was  a whole- 
time job. 

To  some  extent  the  retail  craftsman  is  still  with  us,  as  shoe-repairer,  baker, 
tailor,  job  printer,  or  carpenter;  and  we  have  some  new  kinds,  such  as  the 
service  man  for  radios,  watches,  and  automobiles,  the  small  laundry  or  dry- 
cleaning  shop.  But  he  has  lost  most  of  his  old  ground,  for  example  in  mak- 
ing shoes  or  clothes.  Even  in  the  Middle  Ages  his  reach  was  limited.  He 
could  not  serve  distant  markets,  because  the  customer  was  too  far  away; 
and  he  might  not  be  able  to  supply  goods  for  luxury  markets,  because  he 
could  not  afford  to  buy  the  costly  raw  materials  or  wait  a long  time  till  the 
article  was  made,  sold,  and  paid  for. 

Yet  those  kinds  of  markets  were  expanding  after  1000  a.d.  Of  the  former, 
that  for  linen  and  woollen  cloth  was  the  chief.  The  latter  was  served  by 
Italians  who  had  learned  some  of  the  manufacturing  secrets  and  skills  of  the 
Near  East  and  were  producing  ornate  fabrics  of  silk  or  wool,  beautiful  glass, 
fine  armour,  rich  carpets  and  furnishings  fit  for  kings,  nobles,  churches  or 
wealthy  townsmen.  Some  of  this  skill  migrated  to  towns  north  of  the  Alps, 
Nuremburg  and  Lie'ge  became  famous  for  their  armour,  and  medieval  Paris 
started  out  on  a career  that  has  made  it  one  of  the  luxury  workshops  of 
the  world. 

The  Woollen  Cloth  Industry.  Perhaps  the  most  important  medieval  indus- 
try was  that  which  made  woollen  cloth.  The  chief  centres  of  production 
for  market  were  in  Flanders  and  Brabant  ( parts  of  Belgium ) and  in  north- 
ern Italy.  Neither  region  could  produce  enough  wool  of  the  right  quality 
to  meet  all  its  needs,  and  had  to  import  the  material  from  England,  Scot- 
land, or  Spain.  In  the  north,  Ypres,  Ghent,  Bruges  and  a dozen  other  towns 
specialized  on  cloth-making.  Some  of  the  pieces  were  finished  there  and 
shipped  to  Scandinavia,  to  the  eastward-moving  German  frontier,  and  to 
Russia.  Others  were  bought  unfinished  by  Italian  merchants,  taken  to 
Genoa,  Florence,  or  some  other  southern  city  to  be  dyed,  finished,  and 
packed,  then  sent  along  with  Italian  cloths,  to  be  exchanged  in  the  Levant 
for  oriental  produce.  Wool  from  the  back  of  a Scots  sheep  might  thus  keep 
warm  a fur  trader  in  north  Russia,  a miner  in  northern  Sweden,  or  the  chief 
of  some  pastoral  tribe  in  western  Asia. 

No  retail  craftsman  could  bridge  the  gap  between  Scotland  and  Asia. 
That  was  the  job  of  the  wool  merchant  and  the  cloth  merchant.  The  former 
gathered  up  the  fieeces  from  remote  farms  and  ranches  and  conveyed  them 
to  the  textile  towns.  The  latter  wanted  cloths  of  the  right  kind^and  number 
by  the  right  time,  especially  by  the  time  the  ships  sailed  for  some  fair. 


pu?rentin£  merchants  ware  mouse 
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INTO  Cloth  fulled 

THE  PUTTHNCr  OUT  SVSTEM 

Perhaps  he  could  get  what  he  wanted  by  buying  them  in  the  town’s  weekly 
public  market  from  the  craftsmen  who  came  there  to  sell  what  they  had 
made.  But  it  might  be  wiser  to  give  some  of  these  men  orders  for  a certain 
number  of  pieces  to  be  made  by  a specified  date. 

Another  method  was  possible.  The  merchant  might  think  it  best  to  buy 
the  wool,  employ  men  in  his  warehouse  to  sort  it,  then  put  it  out  to  some 
women  who  would  spin  it  into  yarn,  put  this  yarn  out  to  weavers  who  would 
make  it  into  cloth,  then  put  the  pieces  out  to  fullers,  dyers,  finishers,  and 
packers  who  would  make  it  ready  for  shipment.  A merchant  who  took  so 
much  trouble  to  get  his  goods  would  need  a lot  of  capital  for  buying  the 
wool  and  paying  wages  or  service  charges.  While  his  chief  business  was 
selling  cloths  he  had  become  deeply  involved  in  directing  their  production. 
It  is  hard  to  find  a suitable  label  for  him,  but  we  can  call  him  a merchant- 
manufacturer,  provided  we  put  the  stress  on  the  first  word.  He  did  not  own 
the  implements,  equipment  or  buildings  in  which  the  work  was  done.  He 
put  his  material  out  to  be  worked  by  others  with  their  equipment  in  their 
own  homes  or  workshops.  This  method  of  getting  work  done  is  called  the 
putting-out  system. 

The  alternative  to  putting  material  out  would  be  to  gather  workers  in. 
While  many  industries  were  able  to  put  out  during  the  Middle  Ages  and 
later,  a few  always  had  to  gather  in.  The  building  of  a ship,  the  construc- 
tion of  a house,  castle,  or  cathedral,  the  mining  and  smelting  of  metals 
could  not  be  done  at  home.  Workers  must  be  gathered  together  on  the 
spot  under  the  employer’s  supervision,  work  on  his  materials,  perhaps  with 
his  equipment,  and  receive  wages  for  their  labour.  In  these  groups  we  have 
forerunners  of  the  employees  of  the  modern  factory.  But  many  of  those 
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who  worked  in  their  own  homes  were  also  virtually  wage-earners,  and  at 
times  disputes  between  them  and  their  employers  led  to  strife.  The  Middle 
Ages  knew  something  about  the  labour  problem. 

The  medieval  eraftsman  did  his  work  with  simple  tools  or  implements 
and  provided  most  of  the  power  from  his  own  muscles.  A few  heavy  tasks, 
such  as  grinding  grain,  fulling  cloth,  or  breaking  ore,  were  being  done  in 
mills  by  stones,  wood  hammers,  or  rollers  which  were  moved  by  wind, 
animals,  and  increasingly  by  water-wheels.  But  for  most  occupations  there 
were  very  few  labour-saving  devices.  A man  could  do  good  work— or  bad— 
with  his  equipment;  but  he  did  not  do  it  quickly.  Progress  was  slow,  even 
though  he  and  his  whole  family  toiled  from  dawn  to  dusk.  If  his  earnings 
were  low,  that  was  because  his  productivity— his  output  per  hour  or  day  or 
week— was  small. 

Medieval  trade,  like  that  of  most  other  periods,  ranged  from  petty 
exchange  between  villagers  or  townsmen  to  traffic  which  involved  long 
journeys  from  one  region  to  another  and  from  Europe  to  Asia 
Medieval  and  Africa.  All  kinds  of  trade  expanded  during  the  Middle 
Trade  Ages,  for  many  reasons.  In  the  first  place,  population  seems  to 

have  increased  considerably.  In  the  second  place,  the  spread 
of  settlement  eastward  in  the  lands  south  of  the  Baltic  meant  that  this  region 
needed  far  more  goods  than  the  old  inhabitants  had  bought  and  was  able 
to  pay  for  them  with  the  lumber  and  grain  that  the  immigrants  produced. 
In  the  third  place,  two  large  customers,  the  nobility  and  the  Church,  were 
steady  buyers  of  certain  kinds  of  wares.  Though  their  wants  were  met  in 
part  by  employing  craftsmen  on  their  premises,  some  articles  could  not 
be  produced  there  and  some  materials  were  lacking.  The  nobility  required 
more  equipment,  and  more  elaborate  equipment,  for  war,  tournaments,  and 
hunting.  It  had  a taste  for  fur  garments  or  trimmings,  for  silks,  jewellery, 
and  other  luxury  goods.  The  Church  wanted  stone,  metal  ware,  fine  silk  and 
linens,  incense,  wax  for  candles,  wood  for  the  interior  and  stone  for  the 
exterior  of  its  buildings,  and  many  other  materials  or  products  for  making 
the  House  of  God  and  the  vestments  of  His  servants  as  beautiful  as  possible. 

In  the  fourth  place,  the  growth  of  towns  in  central  and  western  Europe 
stimulated  trade.  Many  towns  grew  up  around  a bishop’s  palace,  the  forti- 
fied home  of  a king  or  nobleman,  or  a garrison  placed  at  some  easily  defen- 
sible spot.  Their  origin  and  purpose  need  not  be  necessarily  economic;  but 
peasants  might  come  to  live  near  them  for  refuge,  craftsmen  to  live  in  them, 
and  merchants  to  sell  goods,  to  winter,  or  to  escape  from  violence.  The 
bishop  or  lord  often  established  a market  or  fair,  and  encouraged  artisans 
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and  traders  to  pursue  their  business  under  his  wing.  While  many  such 
towns  never  achieved  importance  beyond  a radius  of  six  to  ten  miles  from 
their  market  square,  some  happened  to  be  favourably  located  for  develop- 
ing industry  or  trade.  They  were  near  good  supplies  of  raw  materials,  or  at 
the  highest  navigable  point  of  a river,  or  where  two  trade  routes  met,  or 
where  a stream  could  easily  be  forded  or  bridged,  or  at  the  junction  of  two 
rivers,  or  at  the  mouth  of  a mountain  pass,  or  on  a good  harbour.  In  such 
cases  the  growth  might  be  great,  thanks  to  the  stream  of  commerce  that 
flowed  through,  the  amount  of  unloading  and  loading  that  had  to  be  done, 
the  industries  that  developed,  and  the  exchange  of  the  town’s  goods  ‘or  ser- 
vices for  the  produce  of  the  surrounding  countryside. 

Finally,  trade  between  east  and  west  was  stimulated  by  the  Crusades. 
These  wars  against  the  Moslem  rulers  of  the  Holy  Land  began  in  1096  and 
were  spread  in  patches  over  two  centuries.  Though  successful  for  a time, 
they  failed  to  evict  the  infidel  permanently.  Their  economic  effects  were 
important.  (1)  Thousands  of  men  who  went  from  Germany,  France,  and 
England  saw  the  great  towns,  fine  buildings,  and  excellent  manufactured 
goods  of  the  eastern  lands.  They  developed  a liking  for  such  wares  in  place 
of  the  cruder  products  of  western  craftsmen,  and  a desire  for  better  food, 
furniture,  clothing,  and  weapons.  Hence  an  impetus  was  given  to  the 
importation  of  such  wares  by  the  west  and  to  the  manufacture  of  some  of 
them. 

( 2 ) The  already  vigorous  commerce  and  shipping  of  the  Italian  cities  was 
rapidly  expanded.  Ships  had  to  be  built  to  carry  the  armies,  and  these 
vessels  could  be  loaded  with  goods  for  the  return  journey.  The  crusaders 
paid  large  sums  for  transportation  and  supplies,  and  those  who  served  them 
made  great  profits.  The  Italians  demanded  the  right  to  set  up  trading  posts 
in  the  conquered  territory,  from  which  they  forwarded  supplies  of  Asiatic 
goods  to  their  home  ports  for  distribution  over  western  and  northern 
Europe.  These  developments  were  under  way  before  the  Crusades  began 
and  would  have  continued  in  any  case;  but  the  holy  wars  speeded  them  up. 
The  Commodities  of  Commerce.  Medieval  trade  was  not  merely  a matter 
of  oriental  spices,  fabrics,  drugs,  and  jewels,  or  of  the  luxury  manufactures 
of  the  Italian  and  other  cities.  Minerals  from  many  parts  of  Europe  changed 
hands— Swedish  iron  and  copper,  British  tin  and  lead,  Spanish  iron,  silver, 
and  mercury,  and  German  gold,  silver,  and  copper.  The  forests  yielded  furs, 
lumber  for  ships  and  houses  and  barrels,  tar,  potash,  and  charcoal.  Most 
farm  products  may  have  been  consumed  locally,  but  a few  of  them  travelled 
far:  wine  from  France,  the  Rhine  valley,  Spain,  and  the  Mediterranean  was 
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carried  to  the  northern  lands  which  could  not  grow  grapes;  sacks  of  wool 
made  long  journeys  from  the  British  Isles  and  Spain;  and  grain  from  the 
frontier  farms  of  the  Vistula  valley  went  to  feed  townsmen  of  the  Low 
Countries. 

The  sea  supplied  two  basic  commodities— fish  and  salt.  Fish  was  wanted 
for  fast  days  and  Lent.  Some  fish  oils,  such  as  those  of  the  whale  or  cod, 
were  used  for  lamps  and  other  purposes.  While  all  the  shallow  seas  of 
northwestern  Europe  abounded  in  many  kinds  of  fish,  from  the  sardine  to 
the  whale,  the  richest  fishing  ground  was  the  Sound,  the  narrow  strait  at  the 
entrance  to  the  Baltic.  Every  summer  the  herrings  congregated  there  so 
thickly  that  “you  could  cut  them  with  a sword.”  Thousands  of  workers 
flocked  there  to  catch,  salt,  and  pack  them  in  barrels,  then  to  send  them  to 
markets  as  far  away  as  Spain  and  Sicily.  The  salt  was  obtained  partly  by 
evaporating  brine  from  springs  in  Germany,  but  chiefly  from  deposits  left 
by  the  natural  evaporation  of  sea  water  on  the  shores  of  the  Bay  of  Biscay. 
Since  salt  was  needed  for  preserving  meat  as  well  as  fish,  for  cooking,  and 
as  part  of  the  diet  of  cattle,  the  trade  in  it  penetrated  every  part  of  Europe. 

The  movement  of  merchants  and  goods  was  slow,  frequently  costly,  and 
often  unsafe.  The  Roman  roads  had  been  allowed  to  fall  out  of  repair  and 
Europe  had  no  highways  comparable  to  them  till  the 
Means  of  eighteenth  century.  Heavy  wagons  could  be  used  in 

Transportation  ^ places,  the  pack  horse  was  the  main  form  of 

carriage,  and  the  average  speed  was  a walking  pace- 
two  to  three  miles  an  hour— with  twenty  miles  as  a good  day’s  journey. 
Poor  roads  might  be  less  dangerous  than  bad  men.  Highway  robbers  were 
not  always  starving  or  poor,  for  some  nobles  or  their  servants  regarded  the 
travelling  trader  and  his  wares  as  fair  plunder.  If  he  was  not  deprived  of 
his  “money  or  his  life”  he  was  charged  heavy  tolls  for  being  permitted  to 
use  the  road.  This  violence  and  extortion  forced  merchants  to  travel  in 
armed  bands,  while  towns,  espeeially  on  the  Rhine,  formed  leagues  to  resist 
the  feudal  plunderers.  Some  kings  and  landlords  did  their  utmost  to  make 
travel  safer,  but  the  risks  could  not  be  permanently  eliminated,  and  an 
outbreak  of  war  might  close  even  the  best  regulated  routes. 

Rivers  were  plentiful  in  northern  and  western  Europe.  Most  of  them 
were  navigable  in  their  lower  reaches  by  small  sea-going  vessels,  in  their 
middle  and  upper  streams  by  small  boats,  barges,  or  rafts.  Here  again 
speed  was  very  slow,  especially  upstream.  Such  obstacles  as  shallows,  rocks, 
or  rapids  were  numerous,  robbers  haunted  the  river  banks,  and  the  toll 
stations  might  be  so  numerous  that  the  traveller  could  see  the  next  one  ahead 
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before  he  had  passed  out  of  sight  of  the  last  one.  In  a journey  of  a hundred 
miles  the  total  tolls  sometimes  exeeeded  the  original  cost  of  the  goods. 

Sea  transportation  improved  somewhat  during  the  Middle  Ages.  The 
Italians  built  larger  ships,  using  better  sails  as  well  as  oars,  for  the  Crusades 
and  for  the  trading  journe)^s  along  the  Mediterranean.  Yet  the  speed  of 
these  “galleys”  was  low,  much  time  was  spent  in  each  port  unloading,  load- 
ing, or  waiting  for  a favourable  wind,  and  the  inland  sea  could  be  so  rough 
in  winter  that  the  boats  were  laid  up.  The  presence  of  pirates  at  both  ends 
of  that  sea  obliged  the  ships  to  sail  in  fleets,  heavily  armed  and  convoyed. 

Traffic  between  Italy  and  northern  Europe  went  overland  until  about 
1300,  when  the  Genoese  decided  to  send  a small  fleet  of  galleys  to  London 
and  Bruges.  Venice  met  this  challenge  with  a similar  fleet,  and  from  that 
time  onward  Italian  vessels  visited  London  and  the  Low  Countries  every 
year.  It  took  about  eight  months  to  complete  the  round  trip,  the  dangers  of 
attack  and  wreck  were  great,  and  the  savings  in  freight  cost  were  sometimes 
so  small  that  goods  continued  to  go  overland. 

In  northern  Europe,  sea  trade  had  passed  largely  out  of  Scandinavian 
hands  into  those  of  German  merchants  who  inhabited  the  coastal  or  river- 
mouth  towns  of  the  North  and  Baltic  Seas— such  as  Hamburg,  Liibeck,  and 
Dantzig.  These  men  built  a roomy  cheap  ship,  called  the  kogge,  for  carry- 
ing bulky  cargoes  of  fish,  salt,  lumber,  grain,  wine  and  beer.  Its  freight 
rates  were  low,  but  so  also  was  its  speed,  and  the  northern  seas  or  coasts 
were  almost  as  badly  infested  with  pirates  as  were  parts  of  the  Mediter- 
ranean. Besides,  a ship  belonging  to  one  port  or  country  might  be  attacked 
by  a vessel  from  another,  even  in  time  of  peace.  The  danger  of  plunder  by 
kings,  nobles,  and  enemies  at  sea  did  much  to  force  the  German  commer- 
cial towns  to  form  the  Hanseatic  League  in  the  tKirteenth  century.  (See 
pages  56-57. ) 
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Goods  were  bought  and  sold  in  almost  every  conceivable  way.  Much 
local  trade  was  virtually  barter  between  neighbours,  or  retail  sale  by  pro- 
ducers to  consumers  in  store  or  market  place.  The  peddler 
Marketing  went  on  a regular  route  round  the  countryside,  carrying  a 
Methods  pack  filled  with  a miscellaneous  collection  of  such  small 
articles  as  pins,  needles,  purses,  brooches,  gloves,  mirrors, 
combs,  buckles,  and  dice.  Some  merchants  traversed  the  roads  or  seas  from 
fair  to  fair  or  port  to  port  in  search  of  customers  or  goods;  but  the  larger 
ones  tended  to  settle  down  in  some  city  warehouse  and  conducted  their 
business  through  agents,  partners,  and  correspondents  over  a wide  area  of 
the  continent. 

We  know  most  about  the  market  and  the  fair,  since  they  were  public 
meetings  of  buyers  and  sellers  on  certain  days  each  week  or  each  year  at 
some  recognized  place.  In  each  case  the  gathering  was  under  the  protection 
of  the  lord  on  whose  land  it  was  held,  of  the  town,  or  of  the  Church.  Its 
business  was  regulated  by  rules  which  eventually  became  known  as  the 
Law  Merchant;  and  this  body  of  law  governing  commercial  transactions 
was  enforced  in  special  market  or  fair  courts  with  much  speed  and  little 
red  tape. 

The  chief  difference  between  a market  and  a fair  was  one  of  degree.  The 
market  was  held  once  or  twice  weekly  in  a town,  for  the  exchange  of 
urban  and  rural  products.  Its  two  regular  suppliers  were  the  town’s  retail 
craftsmen  and  the  countryside’s  retailing  farmers.  There  might  be  some 
merchants  present  looking  for  farm  produce  or  industrial  wares  which  they 
could  take  to  other  areas  for  re-sale;  but  in  general  the  middleman  was 
unwelcome,  especially  if  he  was  looking  for  foodstuffs,  since  it  was  feared 
that  if  he  bought  produce  the  local  population  might  have  to  do  without  it. 
The  town  was  largely,  or  quite,  dependent  on  outside  producers  for  its 
food.  The  supply  was  rarely  too  great,  the  fear  of  famine  never  far  away, 
and  hungry  townsmen  were  likely  to  begin  rioting. 

One  of  the  chief  tasks  of  the  town  government  was  therefore  to  see  that 
its  people  were  protected  against  starvation;  that  they  got  their  necessaries 
of  life  in  plenty  at  a “just  price,”  that  they  were  not  exploited  by  any 
monopolist  who  cornered  supplies,  that  the  goods  were  satisfactory  in 
quality,  and  that  full  weight  or  measure  was  given.  The  town  rulers  issued 
an  Assize  of  Bread  and  Ale  to  deal  with  these  matters.  It  fixed  the  prices 
of  the  staple  foods  and  drinks,  and  sometimes  included  coal  and  candles. 
It  ordered  bakers  and  brewers  to  sell  only  what  was  “good  and  wholesome 
for  man’s  body”  and  told  butchers  they  must  sell  only  “good  vytaill”  but 
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not  “rotyn  shepe.”  It  forbade  forestalling,  i.e.,  private  sales  by  farmers  on 
the  roads  leading  to  town  or  in  the  inns,  insisted  that  all  transactions  take 
place  in  the  open  market  during  the  appointed  hours,  and  limited  the  pur- 
chases of  the  “forener  or  straunger”  to  the  amount  needed  for  “the  susten- 
tacion  of  his  howsehold.” 

The  fair  was  a bigger  market,  held  less  often— usually  only  once  a year- 
devoted  to  wholesale  rather  than  retail  trade,  and  drawing  buyers,  sellers, 
and  goods  from  a wider  area.  To  it  was  brought  the  surplus  crop,  wool 
clip,  hides,  or  livestock  of  the  region:  merchants  came  with  manufactured 
wares  from  a distance,  furs,  oriental  produce,  and  other  luxury  goods;  and 
since  those  who  accepted  the  invitation  “Come  to  the  fair!”  went  for  plea- 
sure as  well  as  business,  there  were  jugglers,  conjurers,  wild  beast  shows, 
human  and  animal  freaks,  acrobats,  and  troupes  of  actors,  not  to  mention 
sellers  of  food  and  drink.  Since  the  fair  was  held  outside  a town,  there  was 
plenty  of  room  for  all  comers.  It  lasted  a few  days.  Officials  kept  order  and 
the  fair  court  settled  desputes  quickly,  cheaply,  without  fussy  formality.  In 
England  these  courts  were  known  as  Pie-Powder  courts.  The  name  was  a 
mispronunciation  of  the  French  pieds  poudreux  (dusty  feet),  and  probably 
sprang  from  the  way  disputants  came  in,  with  the  dust  of  the  fair  ground  on 
them,  to  have  their  quarrels  settled. 

Though  most  fairs  were  of  only  local  importance,  a few  became  inter- 
nationally famous.  Among  these  were  the  English  wool  fairs  at  Stourbridge 
(near  Cambridge)  and  Winchester,  and  still  more  the  Champagne  fairs. 
Champagne  was  a fertile  region  east  of  Paris.  It  lay  across  the  trade  routes 
from  southern  to  northwestern  Europe,  with  France  on  one  side  and 
Germany  on  the  other.  Its  rulers  governed  wisely,  kept  order,  improved 
roads,  and  encouraged  trade.  By  the  twelfth  century  six  regular  fairs  were 
held;  each  lasted  some  weeks  and  the  six  took  up  nearly  ten  months  of  the 
year.  Cloth,  skins,  and  furs  were  the  most  important  goods  sold,  but  almost 
every  kind  of  article  could  be  found  there,  from  spices  or  Venetian  glass  to 
pots,  pans,  and  old  clothes.  The  Champagne  fairs  became  money  markets 
as  well.  Kings,  bishops,  and  nobles  sent  their  servants  there  to  borrow 
money,  or  to  buy  goods  with  a promise  to  pay  for  them  at  some  later  fair— 
a practice  popular  with  less  distinguished  purchasers.  The  buyer  recorded 
his  promise  to  pay  on  a piece  of  parchment,  and  this  fair  letter  was  held  by 
the  creditor  till  the  debtor  redeemed  it.  Some  fairs  eventually  became  more 
concerned  with  borrowing  and  repaying  money  than  with  buying  and 
selling  goods. 

The  ancient  Greeks  and  Romans  developed  fairly  good  metal  currencies, 
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Royal  Officials  Collecting  Taxes 

As  coins  often  lost  weight  from  wear 
or  because  someone  had  filed  or 
clipped  their  edges,  they  had  to  be 
weighed  to  determine  their  value 
every  time  they  changed  hands. 


(British  Museum,  Harleian  MS.  603.) 


Constantinople’s  famous  gold  bezant  was  “the  dollar  of  the  Middle  Ages,” 
and  the  Moslems  had  their  gold  dinar.  In  western  Europe 
Money  and  the  coinage  deteriorated  after  the  Romans  left,  but  the 
Banking  idea  of  money  as  a measure  of  value  remained  and  coins 

continued  to  be  used  whenever  they  were  available.  Prices 
were  quoted  and  fines  for  breaches  of  the  law  were  expressed  in  shillings 
and  pence— for  instance,  you  were  fined  fourpence  for  killing  a cat.  The 
silver  penny,  about  the  size  of  a dime,  was  first  made  in  755  by  the 
Frankish  mint.  Its  Latin  name  was  denarius— hence  the  use  of  d.  as  short 
for  penny.  It  became  very  popular  in  most  countries  and  in  Germany 
was  called  the  mark.  Then,  by  the  thirteenth  century  enough  gold  was 
available  for  the  minting  of  more  gold  coins,  such  as  the  florin  in  Florence, 
the  ducat  in  Venice,  the  louis  d’or  in  France,  and  the  noble  in  England. 

Medieval  coins,  though  useful,  were  far  from  perfect.  They  were  crudely 
made  and  easily  counterfeited.  Great  feudal  landlords  often  had  the  right 
to  run  their  own  mints,  even  though  the  king  issued  coins;  but  England 
escaped  almost  entirely  from  this  multiplicity  of  currencies.  When  kings 
ran  short  of  cash  because  some  extraordinary  expenses  had  made  their 
income  inadequate  they  debased  their  coinage  by  reducing  the  amount  of 
silver  or  gold  in  each  coin  and  thus  made  more  coins  out  of  the  same 
amount  of  metal.  The  consequence  was  that  the  price  of  goods  bought 
with  the  debased  money  went  up.  Finally,  Europe  was  short  of  precious 
metals.  The  output  from  its  mines  was  not  great,  and  part  of  that  supply 
had  to  be  shipped  to  the  Near  East  to  pay  for  articles  bought  there.  Europe 
wanted  more  goods  from  Asia  than  Asia  wanted  from  her.  The  difference 
between  her  large  imports  and  her  small  exports  had  to  be  paid  for  in  gold 
or  silver,  and  this  helped  to  keep  her  near  the  edge  of  a currency  famine. 

Businessmen  were,  however,  learning  fast  how  to  make  and  use  other 
devices  for  buying  and  paying.  Much  of  their  buying  was  done  on  credit. 
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The  buyer  gave  the  seller  a note,  on  parchment,  promising  to  pay  within 
the  three,  six  or  more  months’  grace  granted  him.  Or  the  seller  made  out 
an  order  on  parchment  commanding  him  to  pay  in  due  time.  If  the  buyer 
stood  in  good  repute,  this  promise  or  order  was  “worth  money,”  and  the 
seller  would  have  no  difficulty  in  getting  one  of  his  own  creditors  to  accept 
it  as  such.  This  man  in  turn  might  pass  it  on  to  one  of  his  creditors;  it  could 
go  through  many  hands  before  the  time  came  for  it  to  be  paid  by  the 
original  debtor;  and  in  the  meantime  several  transactions  had  been  settled 
without  the  use  of  coins.  The  order  to  pay  developed  into  the  bill  of 
exchange,  which  was  a most  important  medium  for  settling  debts  in  the 
early  modern  period  ( See  Chapter  VI ) . 

For  making  payment  in  distant  lands  another  device  was  used  which 
dispensed  with  the  need  for  shipping  coin.  Let  us  suppose  that  Francisco 
of  Florence  has  bought  wool  worth  100  gold  nobles  from  Smith  in  London. 
He  can  pay  for  it  by  sending  200  gold  florins  to  London,  since  a florin  is 
worth  half  a noble.  But  the  coins  might  fall  into  the  hands  of  robbers  or 
the  ship  be  sunk.  There  is  an  easier  safer  way.  Francisco  goes  to  Rodolfo, 
a Florentine  merchant  who  does  business  in  London  through  an  agent  or 
branch  house  run  by  Brown.  Francisco  gives  the  200  florins  to  Rodolfo  and 
gets  in  exchange  an  order  instructing  Brown  in  London  to  pay  Smith  100 
nobles  on  presentation  of  this  document.  Francisco  sends  the  order  to 
Smith,  who  takes  it  round  to  Brown,  who  pays  him  100  nobles  out  of  money 
he  has  collected  from  Rodolfo’s  English  customers.  So  Francisco  has  paid 
for  his  wool  in  nobles,  Rodolfo  has  received  payment  in  florins  for  some 
of  the  goods  he  sold  in  England,  and  no  precious  metal  has  been  exposed 
to  risk  of  loss.  The  order  on  Brown  would  today  be  called  a draft. 

Banking.  Meanwhile,  the  banking  habit  was  growing,  especially  in  Italy. 
The  word  bank  comes  from  banca,  which  originally  meant  a bench  or  table, 
the  sort  of  stall  at  which  a money-changer  or  merchant  might  conduct  his 
business.  More  important  than  the  bench  was  the  strong  box,  safe,  or  vault 
in  which  the  changer  or  merchant  kept  his  funds.  Either  of  these  men  might 
let  people  deposit  their  valuables  or  money  in  his  safe  and  charge  them 
a fee.  So  we  get  the  first  banking  service— to  provide  a place  of  deposit. 

The  second  service  was  to  allow  the  depositor  to  draw  out  his  money  or 
to  transfer  it  for  him  to  another  person.  This  is  done  today  through  the 
cheque,  which  is  a written  order  on  the  banker  to  return  the  depositor’s 
money  to  him  or  to  hand  it  over  to  a third  person  named  on  the  cheque.  At 
first  the  medieval  depositor  had  to  appear  in  person  at  the  bank  and  give 
his  instructions  by  word  of  mouth;  and  it  might  be  necessary  for  the  third 


A Merchant  Banker  and 
his  Customer 


The  latter  is  either  depositing  or 
withdrawing  money  and  the  banker 
is  recording  the  transaction  in  his 
account  book. 
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person  to  be  there  also,  so  that  the  transfer  could  be  properly  witnessed. 
By  the  fifteenth  century,  however,  some  bankers  were  willing  to  accept 
orders  in  writing,  especially  if  the  drawer  was  sick. 

The  banker’s  third  service  was  to  lend  money— not  his  own,  but  rather 
that  deposited  with  him  and  now  earning  interest  for  its  owner.  There 
were  plenty  of  people  wishing  to  borrow.  Farmers,  craftsmen,  or  small 
traders  might  need  funds  to  tide  them  over  a time  of  distress  or  to  help 
them  carry  on  their  little  enterprises.  Above  them  were  middle-sized  and 
large  merchants,  whose  capital  might  be  insufficient  to  let  them  do  what 
they  wished.  Above  them,  or  apart  from  them,  were  nobles,  kings,  bishops, 
and  the  Pope.  They  did  not  want  funds  to  invest  in  productive  or  trading 
enterprises,  but  to  wage  war,  build  castles  or  churches,  purchase  some 
luxuries,  or  defray  the  cost  of  government  till  the  time  came  to  collect 
some  tax. 

While  the  small  borrowers  went  to  money  lenders  who  were  little  more 
than  pawnbrokers,  the  larger  ones  needed  the  service  of  bankers  who  were 
frequently  merchants  as  well.  We  know  a lot  about  these  men— the  Bardi, 
the  Peruzzi,  and  other  great  Florentine  firms  of  the  fourteenth  century;  or 
the  Medici  family  which  in  the  fifteenth  century  climbed  from  commerce 
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and  banking  to  become  ruler  of  Florence.  Our  knowledge  about  them  is 
largely  concerned  with  their  loans  to  the  kings  of  France,  Naples,  England, 
and  elsewhere  or  to  the  Pope;  with  the  failure  of  the  borrowers  to  honour 
their  debts,  the  bankruptcy  of  the  bankers  and  the  ruin  that  swept  such  a 
city  as  Florence  in  the  1340’s,  when  Edward  III  of  England  defaulted  on 
a debt  that  looks  like  many  million  dollars  in  modern  purchasing  power. 

The  profits  of  this  kind  of  business  might  be  great,  but  so  were  the  risks. 
Those  who  supped  with  royalty  needed  a longer  spoon  than  some  bankers 
possessed.  Yet  when  some  firms  failed  others  soon  took  their  place.  Conse- 
quently by  the  end  of  the  Middle  Ages  banking  facilities  were  available  in 
every  large  European  city.  Merchants  in  such  northern  centres  as  Paris, 
Cologne,  Hamburg,  Bruges,  Antwerp,  and  London,  or  in  such  central 
European  towns  as  Augsburg,  Nuremburg,  Vienna,  and  Geneva,  were  doing 
banking  business  as  well,  accepting  deposits,  transferring  funds,  and  lend- 
ing money  to  public  or  private  borrowers.  And  Italian  firms  usually  had 
branches  in  all  these  places. 

Medieval  business,  like  that  in  all  ages,  required  capital  as  well  as  labour. 
While  one  man  might  supply  all  the  energy,  skill,  and  capital  that  was 
wanted,  there  was  often  need  for  more  than  any  one  individaul 
Business  could  contribute.  Hence  all  kinds  of  partnerships  or  groupings 
Firms  were  tried.  A popular  plan  was  that  in  which  one  partner 
provided  the  money  or  goods,  which  the  other  partner  took 
away  by  land  or  sea  and  sold;  one  supplied  the  capital,  the  other  the  labour. 
If  the  venture  was  successful,  the  stay-at-home  partner  got  his  money  back 
and  received  three-quarters  of  the  profit,  the  active  partner  one-quarter; 
but  if  it  met  with  disaster  the  investor  lost  his  capital,  while  his  partner  bore 
the  discomforts  of  wreck,  robbery,  injury,  and  wasted  effort  without  any 
reward.  This  plan  was  called  commenda;  one  partner  commended  his 
property  to  the  other. 

In  many  instances  the  partners  provided  the  capital  and  shared  out  the 
work  as  well.  This  was  especially  true  of  the  Italian  merchant-banking 
family  firms,  in  which  the  sons  and  sons-in-law  often  served  as  partners  in 
the  overseas  branches.  Some  partnerships  supplemented  their  own  capital 
by  accepting  interest-bearing  deposits  from  outsiders.  When  a ship  was  to 
be  built,  its  cost  was  divided  into  a large  number  of  shares  called  loca,  say 
32,  56,  or  64;  these  were  sold  to  people  who  wished  to  risk  a little  money 
in  ship-owning.  If  a mine  was  to  be  developed,  many  people  might  take 
shares  in  its  capital.  There  was  no  end  to  the  variety  of  ingenious  and 
flexible  ways  in  which  capital  and  enterprise  were  brought  together  to  do 
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something  that  seemed  to  offer  a profitable  return. 

The  craftsman  and  the  trader  carried  on  their  businesses  subject  to  many 
rules  and  regulations.  These  were  rarely  imposed  by  national  governments, 
as  is  often  the  case  today,  for  in  medieval  Europe  national 
The  governments  either  did  not  exist  or  were  comparatively 

Regulation  of  weak.  The  rules  were  laid  down  by  the  Church,  the  town 
Enterprise  government,  or  by  the  craftsmen  and  traders  themselves 

organized  in  guilds. 

The  Church  had  very  strong  opinions  about  economic  behaviour.  The 
man  who  wished  to  save  his  soul  must  do  certain  things  and  not  do  others. 
He  must  treat  his  neighbour  as  he  himself  would  like  to  be  treated.  He 
must  be  truthful,  honest,  and  avoid  greed  or  covetousness.  He  must  be 
content  to  sell  his  goods  or  his  labour  at  a just  price,  and  not  put  the  price 
up  if  famine  created  a scarcity  of  food  or  a plague  created  one  of  labourers. 
He  must  not  charge  interest  on  loans,  except  in  two  or  three  special  cir- 
cumstances. If  he  exacted  interest  he  was  a usurer,  committing  a foul 
un-Christian  deed  that  called  for  severe  punishment. 

The  town  and  the  state  put  some  of  these  teachings  into  laws  against 
usury  and  unjust  prices.  Beyond  that  the  town  tried  to  do  three  things: 
( 1 ) Protect  craftsmen  and  traders  against  external  competition;  ( 2 ) Regu- 
late their  competition  with  one  another;  and  ( 3 ) Protect  the  consumer  from 
bad  workmanship,  fraud,  or  deceit.  If  a town  was  large,  the  task  of  carry- 
ing out  all  this  control  was  too  great  and  complicated  to  be  done  by  the 
city  fathers,  and  was  therefore  delegated  to  the  guilds. 

Guilds.  Since  there  were  guilds  in  the  ancient  cities  and  in  medieval  Asia 
as  well  as  in  Europe,  the  guild  was  evidently  the  natural  outcome  of  man’s 
incurable  habit  of  organizing  societies  consisting  of  people  who  hold  the 
same  beliefs,  the  same  interest  in  art  or  sport,  the  same  political  creed,  the 
same  occupation,  and  the  same  economic  interests  to  protect.  Constanti- 
nople had  its  array  of  guilds  from  the  time  it  was  founded,  and  we  find 
guilds  mentioned  in  the  records  of  western  towns  almost  as  soon  as  the 
records  begin. 

In  northern  Europe  the  first  organizations  were  merchant  guilds  (or 
hanses,  as  they  were  called  in  the  Low  Countries  and  Germany).  The 
merchant  guild  seems  to  have  consisted  originally  of  all  who  sold  goods 
in  the  town,  whether  they  were  craftsmen  or  traders.  It  tried  to  keep  for 
its  members  a monopoly  of  the  local  trade,  especially  the  retail  trade;  to 
regulate  that  trade;  to  secure  a good  reception,  including  reduction  of  tolls 
and  other  trading  privileges,  in  the  towns  or  countries  to  which  its  members 


Apprentices  being  examined  by 
a civic  ofRcial  to  see  if  they  have 
acquired  the  skill  needed  for 
admission  to  a craft  guild. 


went;  to  give  the  merchants  strength  in  dealing  with  attacks  on  land  or 
sea  by  organizing  them  into  a band;  and  to  regulate  the  trade  of  its 
members  when  they  were  abroad.  It  cared  for  sick  and  poor  members, 
gave  the  dead  a decent  burial,  and  helped  the  widow  and  orphan. 

The  second  kind  of  guild  was  the  craft  guild.  It  was  a group  of  people 
doing  the  same  kind  of  work,  selling  the  same  kind  of  article,  and  often 
conducting  their  business  in  the  same  street.  Soon  after  1100,  we  find  men- 
tion of  guilds  of  weavers,  fishmongers,  bakers,  shoemakers,  boatmen  on  the 
Rhine,  mattress-makers,  and  fullers.  By  1270  there  were  a hundred  guilds 
in  Paris.  London,  Frankfurt,  and  Liibeck  had  even  more  later  on.  By  the 
fourteenth  century  most  medieval  towns  were  supplied  with  almost  as 
many  guilds  as  there  were  crafts  and  trades.  Some  of  them  were  chartered 
by  the  king,  but  most  guilds  received  their  authority  from  their  town 
government,  which  supervised  their  ordinances  and  helped  the  guild 
warden  and  his  inspectors  to  enforce  the  rules. 

Those  rules  usually  included  the  following  provisions: 

(1)  Only  members  of  the  guild  could  practice  their  craft  in  the  town. 
Sometimes  an  attempt  was  made  to  prevent  villagers  from  making  goods, 
lest  they  injure  the  guild’s  market. 

(2)  Adults  coming  to  town  could  be  admitted  to  the  guild  if  their  skill 
and  character  were  acceptable  and  they  paid  the  entrance  fee.  But  young 
men  must  qualify  by  serving  an  apprenticeship  of  as  much  as  seven  years. 
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During  those  years  the  youth  lived  with  his  master,  who  taught  him  the 
skill,  the  secrets,  and  perhaps  the  tricks  of  the  trade,  punished  him  when 
he  misbehaved,  fed  and  clothed  him,  and  generally  served  as  his  foster- 
father  and  tutor.  Then  the  pupil  was  examined  by  the  guild  officials.  If 
he  passed  the  test  and  paid  his  entrance  fee  he  was  admitted  to  the  guild, 
and  could  set  up  his  own  business  as  master-craftsman  as  soon  as  he 
possessed  sufficient  capital. 

(3)  To  protect  the  consumer  and  prevent  unfair  competition  between 
the  members,  many  rules  dealt  with  methods  of  making  and  selling,  and 
inspectors  went  round  the  houses  and  workrooms  of  the  guildsmen  to  detect 
offenders.  Work  at  night  was  forbidden,  since  candlelight  was  not  good 
enough  for  accurate  work.  Work  on  Sundays  and  saints’  days  was  banned, 
lest  the  ungodly  make  more  wares  than  the  godly.  Bad  or  dishonest 
workmanship  was  attacked:  weavers  must  not  put  faulty  yarn  into  their 
pieces,  tailors  must  not  pawn  cloth  brought  them  to  be  made  into  garments, 
bakers  must  not  steal  their  customers’  dough,  butchers  must  not  mix  tallow 
with  lard  or  sell  dead  dogs  as  meat,  and  so  on.  The  punishment  might  be 
a fine,  confiscation  of  the  faulty  material,  or  even  the  destruction  of  the 
offender’s  tools  and  his  eviction  from  the  craft.  To  prevent  unfair  com- 
petition, members  must  not  steal  each  others’  journeymen,  hawk  goods 
through  the  streets,  or  try  to  win  customers  by  offering  bribes  and  presents. 
New  equipment  and  methods  of  manufacture  were  unwelcome  if  they  gave 
any  one  craftsman  an  advantage  over  his  rivals. 

(4)  The  guild  regulated  labour  conditions.  It  fixed  wages,  usually 
maximum  rates,  and  fined  those  who  paid  or  accepted  more  than  was 
permitted.  It  prescribed  hours  of  labour,  usually  minimum  hours,  which 
ranged  from  dawn  to  dusk  in  winter,  and  from  5 a.m.  to  7 or  8 p.m.  in 
summer.  It  occasionally  forbade  or  restricted  the  employment  of  women, 
either  on  the  ground  that  they  had  not  been  properly  trained  or  because 
they  might  deprive  men  of  work. 

The  guild  was  thus  a police  system;  but  it  was  also  a brotherhood.  It 
forbade  members  to  slander  or  injure  each  other,  looked  after  the  sick  and 
needy,  and  gave  pensions  to  widows.  It  endowed  a chapel  or  shrine,  and 
paid  for  the  saying  of  masses  for  the  dead.  It  held  periodical  banquets,  to 
which  the  members  came  dressed  in  the  official  livery  of  the  craft.  It  even 
tried  its  hand  at  amateur  theatricals,  for  on  Corpus  Christi  Day  the  guilds  in 
some  towns  gave,  on  movable  stages  which  were  pulled  about  the  streets, 
dramatic  representations  of  scenes  from  the  Bible. 

We  must  not  think  that  the  craftsman  or  trader  eagerly  obeyed  all  the 
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rules  laid  down  for  him  by  his  guild,  town,  church,  and  state.  He  might  seek 
ways  of  getting  round  or  under  those  which  stood  in 
Commerce  and  the  way  of  his  plans  for  increasing  his  income.  Some- 

Politics  times  he  broke  the  law,  paid  the  fine,  then  broke  it 

again.  But  he  was  usually  eager  to  have  all  the  aid 
that  the  guild,  town,  or  state  could  give  him,  and  if  his  class  ruled  the  town 
or  had  influence  with  the  king  politics  might  do  much  to  help  industry  and 
commerce.  This  was  especially  true  in  the  great  commercial  cities  of  Italy 
and  of  Germany.  These  centres  had  become  almost  or  quite  city  states, 
owing  little  or  no  allegiance  to  king  or  emperor,  and  their  policies  were  dic- 
tated by  the  leading  merchants. 

Venice,  for  example,  prospered  because  of  its  central  position  in  the 
Mediterranean,  and  owed  much  to  the  energy  with  which  its  citizens 
developed  their  trade  and  shipping.  But  its  rulers  played  their  part.  They 
were  willing  to  help  the  Byzantine  Empire  fight  its  enemies,  if  in  return  their 
merchants  were  freed  from  duties  or  taxes  in  imperial  markets.  They  were 
ready  to  help  the  Crusaders  in  return  for  trade  privileges  in  the  Holy  Land. 
In  1204  the  Doge— the  head  of  the  state— offered  to  transport  and  feed  the 
crusaders  for  a year  in  return  for  some  silver  and  half  the  conquered  lands 
or  booty.  When  the  fleet  had  set  out,  he  virtually  forced  it  to  change  its 
course,  to  capture  Christian  Constantinople,  give  Venice  a large  part  of  the 
eastern  Empire,  and  grant  Venetian  merchants  a monopoly  of  the  trade  in 
that  region.  Venice  was  ever-ready  to  wage  war  with  Genoa  and  other 
commercial  cities,  and  the  power  of  the  state  was  always  at  the  beck  and  call 
of  the  merchants  when  a new  source  of  profit  appeared  or  a rival  had  to  be 
crushed. 

In  somewhat  the  same  way  the  German  cities  helped  the  trade  of  their 
citizens.  The  merchants  had  their  powerful  merchant  guilds  {hanses),  but 
needed  civic  aid,  especially  to  suppress  the  pirates  who  infested  the  Baltic 
and  North  Seas  and  to  humble  the  King  of  Denmark  when  he  tried  to  pre- 
vent ships  from  going  through  the  Sound  or  sought  to  charge  heavy  dues  on 
them.  In  1227  Liibeck  and  other  towns  made  an  alliance  to  fight  these  two 
menaces;  by  1358  eighty  towns  on  the  coast  or  in  the  interior  of  Germany 
were  banded  together  in  the  Hanseatic  League.  The  League  fought  and 
crushed  the  Danish  king  ( 1370),  deprived  him  of  much  of  his  power,  took 
some  of  the  forts  at  the  Sound,  and  claimed  two-thirds  of  the  Sound  dues  for 
fifteen  years.  It  used  diplomacy  and  force  to  strengthen  the  grip  its 
merchants  had  on  much  of  the  foreign  trade  of  England,  Norway,  Sweden, 
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and  the  Baltic.  At  home  it  provided  lighthouses  and  buoys,  dealt  with 
questions  of  currency,  shipping,  and  commercial  law,  settled  disputes,  and 
restricted  the  activities  of  foreign  merchants  who  came  to  its  towns.  In 
short,  it  helped  to  give  its  people  a monopoly  of  a rich  trading  area  and  to 
make  their  work  as  profitable  as  possible. 

Unfortunately  for  the  Italian  and  German  cities,  commerce  and  politics 
were  arts  which  the  inhabitants  and  rulers  of  other  countries  could  learn,  and 
as  the  Middle  Ages  drew  to  a close  some  of  the  students  in  western  Europe 
were  almost  ready  to  graduate  as  bachelors— or  even  masters— of  these  arts. 
From  the  comparatively  backward  lands  of  Spain,  Portugal,  France, 
Holland,  and  England  a native  merchant  class  was  worming  its  way  into  the 
trade  of  the  eastern  Mediterranean  or  of  the  northern  seas.  Some  industries 
were  growing  strong,  shipbuilding  was  improving,  some  traders  were 
becoming  rich  enough  to  operate  banks  and  make  loans  to  rulers.  Eventu- 
ally these  developments  reached  a point  where  the  merchants  could  ask  for, 
and  receive,  the  encouragement  and  protection  of  their  government.  In  the 
centuries  which  followed  the  Middle  Ages  the  state  was  very  busy  trying  to 
help  the  economic  enterprises  of  its  own  people,  or  of  some  of  them,  and  to 
hinder  or  hurt  the  enterprises  of  people  in  other  lands. 
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The  World  as  known 
to  Europeans 
about  1300. 


In  1750  the  shopping  list  of  a well-to-do  London  merchant’s  family  might 
include  tea,  cocoa,  sugar,  a turkey,  potatoes,  tobacco,  calico,  porcelain,  a 
beaver-felt  hat,  a book  and  a newspaper.  None  of  these  items  would  have 
been  on  a comparable  list  in  1450.  The  money  to  pay  for  them  might  have 
been  received  as  profit  from  trade  with  some  part  of  America,  as  dividends 
on  East  India  Company  or  Hudson’s  Bay  Company  stock,  or  as  interest  on 
government  bonds.  In  1450  none  of  those  sources  of  income  was  available. 

This  imaginary  illustration  suggests  that  during  the  “early  modern” 
centuries  which  succeeded  the  Middle  Ages  commerce  underwent  such  far- 
reaching  changes  in  quantity,  character,  and  range  that  we  sometimes  refer 
to  the  period  as  that  of  The  Commercial  Revolution. 

Commerce  was  not  the  only  thing  to  undergo  marked  changes.  In  the 
field  of  politics  central  national  governments,  which  had  been  weak  in  the 
Middle  Ages,  grew  strong.  In  the  field  of  religion  the  Moslem  Turks 
captured  Constantinople  and  the  Balkans,  while  further  west  Christendom 
was  torn  in  two  when  the  Reformation  established  Protestantism  in  most 
parts  of  northwestern  Europe  and  broke  the  tie  that  had  bound  those  regions 
to  Rome.  In  the  field  of  what  we  may  call  culture  the  Renaissance  redis- 
covered ancient  Greek  ideas,  literature,  and  art,  and  made  new  advances  of 
its  own  in  literature,  art,  architecture,  and  science. 
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The  World  as  known  to  Europeans,  1750. 


These  political,  religious,  and  intellectual  developments  had  many 
economic  consequences.  The  new  kind  of  government  needed  larger  armies 
and  navies,  equipped  with  fire-arms  and  gunpowder;  its  royal  palaces  were 
sometimes  very  luxurious;  its  policies  touched  every  kind  of  production  and 
trade;  its  wars  were  larger;  and  it  needed  much  more  revenue  from  taxes, 
loans,  or  debased  currencies.  The  Reformation  transferred  much  church  or 
monastic  property  to  kings  and  other  laymen,  led  to  bitter  religious  wars, 
and  drove  some  people,  who  were  usually  craftsmen  or  traders,  to  seek 
refuge  in  other  lands.  The  Renaissance  stimulated  a demand  for  more 
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luxurious  houses,  interior  decorations,  and  clothes,  as  well  as  for  the  books 
which  could  be  produced  in  great  numbers  after  the  printing  press  came 
into  use  about  1450.  Scientists  made  some  discoveries  which  were  useful 
later  on  to  farmers,  manufacturers,  miners,  and  metallurgists. 

Quite  apart  from  these  influences,  production  and  trade  underwent 
important  changes  of  their  own.  Some  old  towns  and  guilds  lost  strength 
because  industries  migrated  to  villages  or  new  towns,  and  some  trades  grew 
too  large  to  be  kept  in  the  strait  jacket  of  town  or  guild  regulations.  Fairs 
became  less  important,  because  they  were  too  few  and  far  between  to 
handle  the  expanding  volume  of  trade.  Old  trade  routes  were  out-rivalled 
by  new  ones  and  old  commercial  centres  found  their  occupation  gone  or 
their  monopoly  challenged.  In  the  south  the  importance  of  the  Mediter- 
ranean diminished  and  Venice  saw  her  commercial  glory  slowly  decline.  In 
the  north  Hanseatic  traders  encountered  increasing  rivalry  from  the  Dutch, 
the  French,  and  the  English  in  markets  around  the  North  and  Baltic  Seas, 
were  deprived  of  their  privileges  abroad,  and— unkindest  cut  of  all— saw  the 
herrings  change  their  itinerary  and  abandon  their  annual  visit  to  the  Sound. 

While  some  things  decayed,  new  ones  were  born  and  grew  vigorous.  New 
methods  of  mining  and  refining  metals  came  into  use,  and  many  new  kinds 
of  metal  wares,  including  fire-arms,  were  made.  The  use  of  coal  expanded, 
new  kinds  of  cloth  were  woven,  and  the  spread  of  printing  called  for  the 
making  of  much  more  paper.  Thus  at  a great  number  of  points  there  was 
expansion  in  Europe.  On  top  of  it  came  that  caused  by  the  discovery  of  new 
continents  and  new  ocean  routes.  Consequently  there  was  much  greater 
opportunity  for  enterprise,  need  for  better  ships,  banks,  and  commercial 
organization,  and  a new  crop  of  problems  to  engage  the  time  of  rulers. 

The  rounding  of  the  Cape  of  Good  Hope  by  Bartholemew  Diaz  in  1488 
and  the  first  ocean  journey  to  India  by  Vasco  da  Gama  in  1498  were  rewards 
for  eighty  years  of  patient  persistent  exploration  by  the  Portu- 
The  Way  guese.  The  motives  had  been  mixed,  with  the  religious  at  least 
to  Asia  important  as  the  economic.  The  kings  of  Portugal  still 

cherished  the  crusader’s  desire  to  fight  the  Moslems  who  had 
once  occupied  their  land;  and  they  hoped  that  an  ocean  route  round  Africa 
would  allow  them  to  hit  the  enemy  where  it  would  hurt  most  by  launching 
an  attack  from  somewhere  around  the  Red  Sea  or  Indian  Ocean.  Commer- 
cial considerations  were  not,  however,  ignored.  If  the  spice-producing  lands 
could  be  reached  by  sea,  Portugal  would  be  able  to  break  into  the  trade 
monopolized  by  the  Arabs  in  Asia  and  the  Italians  in  Europe;  and  she  could 
even  hope  to  wrest  the  monopoly  into  her  own  hands. 
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She  did  break  into  the  trade,  but  her  attempt  to  monopolize  it  failed.  On 
purely  economic  grounds  she  should  have  succeeded,  since  a ship  could 
carry  a large  cargo— in  1582  one  vessel  reached  Lisbon  bearing  750  tons  of 
pepper  and  other  spices— at  freight  and  handling  costs  far  below  those 
incurred  when  spices  travelled  on  the  old  routes  via  the  Persian  Gulf  to  the 
Levant  or  up  the  Red  Sea  to  Egypt.  Portugal  ought  therefore  to  have  been 
able  to  sell  spices  at  such  low  prices  that  her  rivals  would  be  driven  out  of 
the  market.  The  Portuguese  king  was  not  content  with  this  simple  method. 
Instead  he  sent  an  army  and  navy  to  break  the  Arab  trade  by  force,  to  block 
the  Persian  Gulf  and  Red  Sea,  to  sink  Arab  ships,  and  to  capture  the  Asiatic 
trading  centres  and  producing  regions. 

For  a while  it  looked  as  if  he  might  succeed,  but  the  effort  was  very  costly 
and  eventually  it  broke  down.  Spices  soon  began  to  flow  along  the  old 
routes,  and  Venice  once  more  got  ample  supplies.  Political  costs  piled  on 
top  of  economic  expenses  made  Portuguese  spices  as  dear  as  those  which 
reached  Europe  through  the  Mediterranean.  Only  when  the  Dutch  and 
English  went  into  the  business  after  1600,  keeping  their  political  ambitions 
and  defence  expenditures  very  low,  did  the  competition  become  so  severe 
that  the  Arabs,  Venetians,  and  Portuguese  were  elbowed  out  of  the  trade. 

The  Dutch  and  English  did  much  to  develop  trade  in  other  oriental 
products:  Chinese  porcelain,  fragile,  beautifully  decorated  and  coloured; 
cotton  cloths,  whether  plain  calicoes,  striped  ginghams,  or  patterned 
chintzes  and  cretonnes;  indigo,  a valuable  addition  to  Europe’s  scanty  stock 
of  dyes;  raw  silk  and  fabrics,  and  tea— chiefly  the  Chinese  green  variety 
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—which  by  the  eigtheenth  century  had  become  a popular  drink  among  the 
English  middle  class. 

When  Columbus  returned  to  Spain  after  finding  some  West  Indian  islands 
in  1492  he  was  not  sure  what  he  had  discovered.  Thereafter  knowledge  of 
America  quickly  piled  up.  Cabot  in  1497  touched  Cape 
The  New  Breton  and  Newfoundland,  and  during  the  next  ten  years  the 
World  mainland  coast  was  discovered  at  many  points.  Balboa  sighted 

the  Pacific  in  1513,  and  in  1519-22  Magellan’s  ship  went  round 
the  globe.  By  1600  one  could  draw  a passable  map  of  the  world,  except  the 
far  north  and  part  of  the  south.  Searches  for  a northwest  passage  to  China 
round  the  top  of  Canada  had  already  been  made  in  vain,  and  more  were  to 
be  attempted.  Similar  searches  for  a northeast  passage  round  the  top  of 
Siberia  were  equally  unavailing,  but  on  land  the  Russians  were  pushing 
their  exploration  of  northern  Asia  farther  and  farther  east  and  in  1640  they 
reached  the  Pacific  coast.  Only  Australia  remained  virtually  uncharted. 
Europeans  who  touched  its  north  or  west  coast  on  their  way  to  or  from  the 
Far  East  found  only  deserts,  stunted  trees,  a strange  beast  with  a big  jump, 
and  natives  “the  miserablest  in  the  world.”  Hence  the  continent  attracted 
no  attention  until  in  1770  Captain  Cook  discovered  fertile  land  on  the 
east  coast. 

During  the  first  hundred  years  after  its  discovery  America  supplied 
Europe  with  some  cod  caught  on  the  Banks  of  Newfoundland  by  Spanish, 
Portuguese,  French,  and  English  fishermen;  a few  furs  from  the  St. 
Lawrence  and  New  England  forests;  some  tobacco,  a new  commodity  which 
Europeans  promptly  learned  how  to  smoke,  much  to  the  disgust  of  many 
people  who  tried  to  suppress  this  “filthy  stinking  habit”;  some  hides,  dye- 
stuffs, and  a little  sugar.  All  these  items  put  together  were  insignificant 
when  compared  with  the  vast  value  of  silver  and  gold  which  the  Spaniards 
obtained  from  Mexico  and  Peru. 

American  Treasure.  The  conquerors  found  much  precious  metal  in  the 
hands  of  the  natives— in  fact  so  much  that  the  natives  did  not  know  it  was 
precious.  They  seized  as  loot  or  tribute  most  of  what  was  already  above 
ground,  then  attacked  what  was  underground  with  the  aid  of  native  labour 
and  German  mining  experts.  The  king  of  Spain  claimed  a fifth  (a  quint)  of 
the  output  as  royalty.  Between  1520  and  1660  almost  20,000  tons  of  silver 
and  about  200  tons  of  gold  were  sent  from  Latin  America  to  Spain.  From 
Spain  the  metal  was  quickly  scattered  over  western  Europe  to  pay  the  king’s 
debts  to  German  or  Italian  creditors,  to  defray  the  cost  of  his  wars,  or  to  buy 
foreign  manufactured  articles  needed  by  the  Spaniards  or  the  colonists. 
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This  treasure  broke  Europe’s  famine  of  precious  metals.  It  allowed 
currencies  to  be  expanded,  banks  could  increase  their  holdings,  and  some  of 
it  was  exported  to  Asia  to  pay  for  oriental  goods.  As  silver  became  more 
plentiful  it  became  less  valuable,  as  do  all  commodities.  The  value  of  the 
silver  in  a coin  fell  in  terms  of  other  goods;  in  other  words,  the  coin  bought 
less  and  prices  went  up.  Or,  to  tell  the  story  in  another  way,  the  treasure 
raised  the  spending  power  of  those  who  got  it;  they  thereby  increased  the 
demand  for  goods;  but  the  supply  of  goods  did  not  rise  as  rapidly  as  did  the 
demand  for  them,  so  prices  rose.  People  had  to  pay  about  $3  in  1600  for 
things  that  had  cost  $1  in  1500. 

This  Price  Revolution  benefited  those  who  bought  or  produced  goods  for 
sale,  since  they  could  pass  on  their  own  increased  costs  by  raising  prices. 
But  labourers  suffered,  since  wages  did  not  keep  pace  with  prices.  Landlords 
were  not  always  able  to  raise  the  rents  of  farms  held  by  their  tenants. 
Governments  had  difficulty  in  imposing  new  or  heavier  taxes  to  meet  the 
higher  cost  of  munitions,  ships,  court  luxuries,  and  other  supplies. 

In  1493-94  Spain  and  Portugal,  with  the  Pope’s  aid  as  arbitrator,  drew  a 
north-south  line  down  the  map  of  the  Atlantic,  and  agreed  that  Portugal 
was  to  have  all  lands  east  of  it  which  were  not  already  the 
property  of  any  Christian  prince,  while  all  similar  lands  west 
of  the  line  were  to  go  to  Spain.  Portugal’s  share  covered 
Asia,  Africa,  and  the  eastern  bulge  of  Brazil.  Spain  got  the 
rest  of  the  Americas,  though  no  Spaniard  had  yet  set  foot 
on  the  mainland. 

For  about  a hundred  years  the  two  countries  enjoyed  their  empires 
without  serious  interference  from  other  European  nations.  Portugal  strung 
her  fortified  trading  posts  from  the  Red  Sea  to  Japan  and  her  slaving  stations 
on  the  coast  of  West  Africa.  In  the  seventeenth  century  sugar  plantations 
were  established  in  Brazil,  and  by  1700  discoveries  of  gold  and  diamonds 
were  making  Brazil  the  world’s  chief  producer  of  these  precious  things. 
Portugal  did  not,  however,  possess  sufficient  people— she  had  far  less  than 
2,000,000— enough  natural  resources  or  capital  to  let  her  develop  the  empire 
by  herself.  In  fact,  she  was  not  strong  enough  to  escape  from  passing  under 
Spanish  rule  ( 1580-1640),  and  during  that  time  the  Dutch  and  English  stole 
much  of  her  Asiatic  possessions  and  trade.  Her  home  land  produced  little, 
except  wine  and  wool,  that  could  be  exported.  She  lacked  industries 
capable  of  making  many  articles  needed  by  herself  and  her  colonies.  She 
had  little  lumber  suitable  for  building  ships.  She  did  not  grow  sufficient 
wheat  or  catch  enough  fish  to  meet  all  her  own  requirements. 
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Consequently  she  had  to  rely  on  foreigners  for  many  goods  and  services. 
German  bankers  financed  her  early  spice  trade.  Dutch  ships  carried  the 
spices  on  from  Lisbon  to  Antwerp,  the  market  where  they  were  distributed. 
The  Dutch,  French,  and  English  supplied  her  with  many  of  the  manufac- 
tured wares  she  used  at  home  or  shipped  to  her  colonies.  By  1750  the 
English  were  providing  most  of  her  woollen  cloth,  hardware,  and  grain 
imports,  Newfoundland  and  New  England  most  of  the  imports  of  dried  fish. 
The  colonial  produce,  including  the  gold  dust  or  dollars,  therefore  flowed  out 
of  Portugal  almost  at  once,  to  pay  for  these  imports.  Much  of  the  trade  was 
in  the  hands  of  British  merchants  residing  in  Lisbon  or  Oporto.  To  onlookers 
it  seemed  that  Portugal  had  become  a British  colony. 

Spain.  Spain  was  economically  much  stronger.  It  had  perhaps  8,000,000 
people;  richer  natural  resources  which  yielded  wool,  hides,  fruits,  wines 
and  metals;  well-developed  manufactures  and  a considerable  amount  of 
commerce,  especially  in  the  Mediterranean.  Its  rulers  had  driven  out  the 
Moors  (the  Moslems),  had  united  the  country,  and  by  marriage  had  become 
sovereigns  of  Belgium,  Holland,  and  parts  of  Italy.  For  a few  years  during 
the  reign  of  Mary,  Philip  II  of  Spain  was  the  husband  of  an  English  queen 
(1553-58);  and  in  1580  he  became  king  of  Portugal. 

The  vast  American  empire  that  dropped  into  Spain’s  lap  with  scarcely  an 
effort  on  her  part  gave  a great  stimulus  to  the  Spanish  economy.  The  needs 
of  colonial  governors  and  soldiers,  of  the  Church,  and  of  emigrants  who 
went  out  to  develop  land,  mines,  or  trade  created  a growing  demand  for 
goods  from  Europe.  The  rising  tide  of  treasure  provided  an  easy  way  of 
paving  for  them.  Spanish  agriculture,  industry,  and  shipyards  greatly 
expanded  their  output,  while  Seville,  then  Cadiz,  became  one  of  the  busiest 
ports  in  Europe.  Philip  II  shaped  a colonial  policy  on  the  principle  of 
“Spanish  America  for  the  Spaniards.”  The  traffic  was  to  be  conducted  by 
licensed  Spanish  merchants,  in  Spanish  ships,  and  must  flow  solely,  in  two 
convoyed  fleets  each  year,  between  a Spanish  port  ( Seville,  then  Cadiz)  and 
certain  colonial  harbours.  No  foreign  ships  or  traders  were  to  be  permitted 
entry  to  the  American  ports. 

In  practice  foreigners  were  not,  and  could  not  be,  excluded  entirely  from 
sharing  in  the  trade  of  the  Empire.  Spain  could  not  make  all  the  wares  or 
ships  the  country  and  its  colonists  desired.  Great  quantities  of  French, 
Italian,  Dutch,  and  English  goods  were  imported,  some  of  them  were 
re-exported  to  America,  and  they  were  paid  for  by  sending  precious  metal 
to  the  foreign  producer  when  the  treasure  ships  came  back.  Foreign 
merchants  settled  in  Seville  or  Cadiz;  they  entered  into  partnerships  with 
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natives,  who  sometimes  contributed  no  capital  to  the  firm,  but  only  their 
name;  and  under  that  Spanish-sounding  name  the  firm  got  a licence  to  trade 
with  America. 

Finally,  it  was  not  easy,  even  in  Spain's  strongest  years,  to  keep  foreign 
ships,  traders,  and  cargoes  out  of  the  colonial  markets.  They  came  from 
West  African  slaving  ports  and  later  from  non-Spanish  West  Indian  islands 
or  North  American  bases.  They  brought  goods  that  were  cheaper  than  those 
which  came  in  the  convoyed  fleets  from  Spain.  By  using  bribes,  force,  or 
simple  smuggling  methods,  the  interlopers  sold  their  wares  to  the  colonists 
and  got  silver  or  other  acceptable  produce  in  return.  Though  Spain  managed 
to  keep  her  empire  virtually  intact,  except  in  the  West  Indies,  until  the 
colonists  revolted  in  the  early  nineteenth  century,  she  was  never  able  to 
prevent  foreigners  from  getting  some  benefit  through  trading  with  it. 

Those  foreigners  were  mostly  Dutchmen,  Frenchmen,  or  Englishmen. 
After  1600  the  centre  of  commercial  interest  shifts  to  the  lands  from  which 
they  came.  Each  country  was  concerned  chiefly  with  its  own  domestic 
market  and  with  selling  goods  to  people  living  round  the  Baltic,  North,  or 
Mediterranean  Seas.  Yet  each  held  strings  which  stretched  across  the 
oceans,  each  had  colonies,  built  merchant  fleets,  and  each  fought  the  other 
two  in  an  attempt  to  secure  a greater  share  of  “ships,  colonies,  and 
commerce.” 

By  1650  Holland  had  become  the  leading  commercial  and  financial 
country  in  Europe,  a fitting  successor  to  Venice.  Yet,  as  in  Venice,  this  was 
not  due  to  rich  natural  resources  on  land,  for  the  country  was 
Holland  small,  much  of  it  sandy,  swampy,  or  in  danger  of  being  flooded 
by  the  great  estuary  to  the  south  or  by  the  North  Sea.  The 
Dutch  wrestled  with  such  soil  as  they  could  save  or  reclaim,  and  became 
famous  as  intensive  cultivators  who  produced  large  yields  from  small 
acreages.  But  their  fortunes  were  wrung  from  the  sea  rather  than  the  land, 
as  fishermen,  shipbuilders,  cargo-carriers,  and  traders. 

They  began  their  commercial  advance  by  designing  large  fishing  boats, 
called  busses,  in  which  they  sailed  far  out  of  sight  of  land  to  catch  herrings 
in  the  middle  of  the  North  Sea.  From  these  busses  they  could  use  larger 
nets;  in  them  they  had  room  to  clean  and  salt  the  fish  instead  of  having  to 
waste  time  taking  the  catch  ashore;  and  when  they  did  land  the  fish  they 
used  an  improved  method  of  drying  it  which  made  the  taste  more  attractive. 
Dutch  fish  therefore  won  a large  foreign  market  and  Amsterdam  was 
popularly  said  to  be  built  on  herring  bones. 
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Meanwhile  the  Dutch  had  invaded  the  Hansard’s  preserves  in  Scan- 
dinavia and  the  Baltic.  They  took  in  cargoes  of  fish,  salt,  cloth,  wine,  brandy, 
and  oriental  wares,  and  brought  out  furs,  grain,  metals,  lumber  and  “naval 
stores”  (pitch,  tar,  rosin,  masts,  and  spars).  From  the  lumber  and  naval 
stores  they  built  ships  of  all  kinds,  including  a large  cargo  vessel  called  the 
fluitschip  (flute  ship),  which  was  easily  constructed,  sometimes  by  mass 
production  methods,  and  cheaply  operated.  In  it  they  could  carry  heavy 
loads  at  low  freight  rates;  they  thereby  gained  an  advantage  over  all  rivals 
in  northwestern  Europe,  and  consequently  got  much  of  the  carrying  trade  to 
and  from  the  ports  of  England,  France,  Portugal,  and  Spain. 

One  of  their  jobs  in  the  sixteenth  century  was  transporting  colonial 
produce  from  Cadiz  and  Lisbon  to  Antwerp,  the  great  market  and  distri- 
buting centre  of  the  northwest.  When  their  revolt  against  Spain  became 
intense  after  1580,  Cadiz  and  Lisbon  were  closed  to  rebel  vessels.  The 
Dutch  therefore  felt  free  to  defy  the  Spanish  and  Portuguese  claims  to 
monopolize  Asia,  Africa,  and  America,  and  began  to  cross  the  oceans.  In  the 
Orient  they  evicted  the  Portuguese  from  many  outposts  and  prevented  the 
English  from  getting  much  foothold,  except  in  India.  The  Malay  peninsula 
and  archipelago  were  taken,  as  was  Ceylon,  and  after  1638  Dutchmen  were 
the  only  Europeans  permitted  to  trade  with  Japan.  On  the  way  to  the  East 
Cape  Town  and  Mauritius  became  Dutch  ports  of  call,  and  on  the  West 
African  coast  Dutch  vessels  did  a large  slice  of  the  slave  trade. 

In  the  western  world  Holland  did  not  do  nearly  so  well.  She  took,  but 
soon  lost,  Jamaica,  Brazil,  and  New  Holland  (the  Hudson  valley),  and  had 
to  leave  the  English  and  Erench  to  fight  one  another  for  the  fur  trade  of 
North  America.  In  the  West  Indies  she  acquired  Cura9ao  and  two  or  three 
other  islands,  from  which  she  conducted  trade  with  Latin  America,  the 
British  tobacco  colonies,  and  the  sugar-producing  islands. 

From  near  and  far  Dutch  vessels  converged  on  the  tiny  home  land.  That 
land  was  well  located  for  redistributing  goods  by  sea  or  land.  It  stood  at 
the  combined  mouth  of  the  Rhine,  the  Meuse,  and  the  Scheldt.  The  Dutch 
therefore  had  easy  access  by  river  or  road  to  Belgium,  northern  France,  and 
Germany.  They  could  serve  these  regions  with  what  they  needed  from 
other  countries  or  continents,  and  in  return  took  their  staple  exports— wine, 
linen  or  woollen  cloth,  hardware,  etc.  Holland  thus  became  a great  entrepot, 
a place  to  which  goods  came  in  bulk  from  all  quarters  and  were  then 
distributed  in  smaller  quantities  to  a wide  range  of  customers. 

Before  the  goods  left  the  entrepot  they  might  need  processing  or  finishing. 
German  linens,  which  arrived  unbleached,  were  whitened  and  might  be 
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Return  of  the  first  Dutch  trading  fleet  from  the  East  Indies  to  Amsterdam,  1597. 

decorated  with  stripes  or  patterns  before  they  were  re-exported.  English 
woollens  arrived  “in  the  rough,”  so  the  Dutch  dyed  and  finished  them  before 
taking  them  to  their  final  destination.  Sugar  was  refined,  cocoa  and  tobacco  J' 

were  prepared  for  the  consumer,  spirits  were  distilled,  diamonds  were  cut 
and  polished.  Some  of  these  finishing  industries  used  labour-saving  mach- 
inery and  power  generated  by  windmills.  Others  called  for  great  skill,  and 
this  skill  was  also  evident  in  the  printed  books  and  maps,  the  mathematical 
instruments,  clocks,  lenses,  silk  fabrics,  and  other  wares  for  Vv^hich  Holland 
became  famous.  Many  of  the  workers  who  made  these  goods  had  flocked 
there  because  the  Dutch  were  tolerant  in  matters  of  religious  belief.  Jews, 
Protestants,  and  other  persecuted  people  found  refuge  there,  and  since 
many  of  them  were  craftsmen,  traders,  or  financiers  the  Dutch  economy 
benefitted  by  their  coming. 

Of  the  many  fiourishing  industrial  and  commercial  towns  Amsterdam  was 
the  chief.  Its  harbour  was  crowded  with  ships  from  all  parts  of  the  western 
world.  Its  Bourse  was  a well-organized  market,  open  every  weekday  for 
the  sale  of  commodities,  also  of  stocks  and  bonds.  Its  Bank,  founded  in 
1609,  took  deposits  and  transferred  money  for  native  and  foreign  patrons  of 
the  Bourse.  Its  East  India  Company,  founded  in  1602,  handled  the  trade  in 
spices  and  other  eastern  produce.  Its  merchants  traded  on  their  own  account 
or  served  as  agents  for  people  in  every  land,  selling  or  buying  goods  for 
them,  warehousing  and  finding  shipping  space,  taking  out  insurance 
policies,  paying  or  collecting  accounts,  lending  money  at  interest  rates  which 
were  the  lowest  in  Europe,  and  charging  a moderate  commission  for  such 
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services.  All  roads  led  to  Amsterdam,  or  through  it,  as  they  once  had  led 
to  Rome,  Constantinople,  and  Venice;  but  some  of  them  were  far  longer. 

Holland  reached  the  height  of  her  commercial  service  and  supremacy 
during  the  seventeenth  century.  In  the  eighteenth  she  slipped  back  some- 
what, largely  because  the  English,  French,  and  Germans  caught  up  with 
her  or  learned  how  to  serve  themselves  as  well  as  she  had  done  it  for  them. 
Her  fishing  and  carrying  trades  faced  keener  competition.  More  goods  were 
finished  in  the  country  which  produced  them,  then  were  shipped  direct  to 
the  consuming  country,  thus  depriving  Holland  of  her  position  as  an 
entrepot,  finishing,  and  forwarding  middleman.  Her  merchants  continued 
to  do  much  commission  business,  to  finance  the  trade  and  settle  the  debts  of 
traders  in  other  lands,  to  lend  money  on  mortgage,  to  invest  or  to  speculate 
in  stocks  or  government  bonds.  They  bought  stocks  of  the  Bank  of  England 
and  the  British  East  India  Company,  and  lent  money  to  the  British  govern- 
ment to  help  it  fight  France.  Then  when  France  backed  the  American 
colonies  in  their  Revolution  the  Dutch  changed  horses,  lent  money  to 
France  instead,  and  joined  in  the  attack  on  the  British. 

During  the  French  Revolution  and  the  wars  that  came  from  it  their 
French  loans  became  worthless.  Holland  passed  under  French  control,  her 
colonies  were  taken  by  the  British,  the  Dutch  East  India  Company  went 
bankrupt  and  the  Bank  of  Amsterdam  collapsed.  When  peace  came  in  1815 
Holland  got  her  colonies  back,  except  Ceylon  and  South  Africa.  She  still 
had  some  capital  left,  along  with  her  skill,  ingenuity,  and  her  good  location 
on  the  map.  But  she  was  no  longer  the  middleman  of  Europe. 

Holland  and  England  were  small  countries,  whose  welfare  depended  in 
large  measure  on  overseas  and  transoceanic  trade.  France  was  four  times  as 
big  as  England  and  Wales  and  twenty  times  the  size  of  Holland. 
France  Her  resources  included  much  good  farm  land,  large  forests,  some 
minerals,  a genial  climate,  and  coasts  that  looked  out  on  the 
Mediterranean,  the  Atlantic,  the  English  Channel,  and  the  North  Sea. 
During  the  Middle  Ages  her  farms  produced  grain  and  livestock,  her  vine- 
yards supplied  wine  for  home  consumption  and  export,  her  fishermen  were 
skilled  and  hardy,  and  her  craftsmen  made  cloth  and  metal  wares  of  fine 
quality,  though  her  merchants  found  it  hard  to  make  headway  abroad  in 
face  of  Italian  and  Hansard  competition. 

It  is  estimated  that  in  the  fourteenth  century  France  was  able  to  house 
nearly  20,000,000  people  in  good  times.  There  was  no  urgent  need  for  a 
great  amount  of  foreign  trade,  distant  ventures,  large  merchant  fleets,  or 
ambitious  colonizing  efforts.  Yet  the  opportunities  afforded  in  the  early 
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modern  world  for  seeking  adventure  and  finding  profit  by  sueh  enterprises 
appealed  to  some  Frenchmen  as  they  did  to  others,  and  their  rulers  were  not 
disposed  to  let  Spain,  Portugal,  Holland,  and  England  have  all  the  good 
things  that  came  from  commerce  and  colonization. 

By  the  seventeenth  century  France  had  become  united  under  one  central 
ruler,  and  had  succeeded  Spain  as  the  strongest  state  in  Europe,  The  unity 
had  been  achieved  only  after  some  bitter  civil  wars,  and  the  country’s  lead- 
ing position  pulled  her  into  wars  started  by  others  as  well  as  into  those  she 
started  herself  in  pursuit  of  her  ambitious  foreign  policy.  She  fought  Spain 
many  times,  played  a big  part  in  the  Thirty  Years’  War  ( 1618-48),  provoked 
a war  with  the  Dutch  ( 1672-78)  and  in  1689  embarked  on  the  first  phase  of 
that  “Second  Hundred  Years’  War”  with  England  which  occupied  one  year 
out  of  every  two  until  it  ended  with  the  defeat  of  Napoleon  at  Waterloo  in 
1815.  Every  conflict  brought  economic  loss  and  destruction,  depreciated  the 
currency,  led  the  king  to  incur  debts  which  were  usually  repudiated  in  part 
later  on,  and  increased  the  burden  of  taxation,  most  of  which  was  borne  by 
the  peasants,  manufacturers,  and  traders  rather  than  the  nobility  and  clergy. 

In  the  intervals  of  peace  the  sky  cleared  and  the  French  showed  great 
ability  to  revive  their  production  and  trade— until  the  next  war  came.  In 
good  years  there  might  be  a little  wheat  available  for  export,  but  plenty  of 
wine  and  brandy.  There  was  salt  from  the  Bay  of  Biscay,  the  best  and 
cheapest  in  Europe.  There  were  the  linens,  woollens,  and  silks,  the  tapes- 
tries, embroidery  and  lace,  the  plate  glass,  mirrors,  jewellery,  fine  leather- 
work,  and  other  industrial  products,  many  of  them  elaborate,  artistic,  and 
costly,  dainty  things  to  set  before  the  French  king  and  consequently  desired 
by  the  rulers  and  nobility  throughout  the  rest  of  Europe.  For  these  things 
there  were  customers  in  northern  Europe,  Germany,  the  eastern  Mediter- 
ranean lands,  Spain  and  Portugal— especially  when  these  two  countries  had 
gold  or  silver  to  spare.  In  the  seventeenth  century  Newfoundland  cod, 
Canadian  furs,  and  West  Indian  sugar  were  added  to  the  list  of  goods 
Frenchmen  had  for  sale. 

French  rulers  and  ministers  tried  to  add  to  the  variety  and  improve  the 
quality  of  their  subjects’  enterprise.  The  most  energetic  effort  was  made  by 
Colbert,  who  was  France’s  economic  controller  from  1661  to  1683.  He 
seemed  to  feel  in  general  that  it  availed  little  for  France  to  be  first  politically 
if  she  was  second,  third,  or  worse  in  anything  economic— industries,  ship- 
building, shipping,  foreign  trade,  or  imperial  expansion;  and  he  felt  in 
particular  a green-eyed  envy  of  the  many  things  the  Dutch  did  so  well. 

He  therefore  offered  lavish  rewards  to  foreign  artisans  if  they  would  come 
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to  France  and  develop  some  new  line  of  production  or  improve  an  old  one. 
He  provided  capital  for  erecting  and  operating  workshops.  He  drafted 
detailed  regulations  setting  forth  how  certain  goods  were  to  be  made,  and 
how  they  were  not  to  be  made.  He  forced  all  craftsmen  into  guilds,  and 
compiled  a Code  of  Commerce  to  govern  methods  of  merchandising.  He 
tried  to  build  up  the  merchant  marine,  so  that  French  ships  could  displace 
Dutch  vessels  in  the  country’s  carrying  trade.  He  raised  the  tariff  on  foreign 
goods,  and  thereby  provoked  a disastrous  war  with  the  Dutch.  He  did  a 
little  to  improve  French  roads  and  waterways,  and  to  remove  some  duties  on 
goods  passing  from  one  part  of  France  to  another.  He  established  com- 
panies which  were  to  increase  France’s  share  (and  cut  down  Holland’s 
share)  of  trade  with  Scandinavia,  the  Levant,  the  East  and  West  Indies, 
and  the  Slave  Coast. 

His  successes  were  far  fewer  than  his  failures.  It  might  be  easy  to  build 
up  the  luxury  industries,  since  royal  and  aristocratic  customers  did  not  pay 
much  attention  to  the  price  tag.  But  when  he  tried  to  advance  the  French 
economy  at  the  expense  of  foreign  competitors  he  encountered  two  diffi- 
culties. (I)  He  wanted  to  expand  French  sales  of  goods  abroad,  yet  sought 
to  injure  the  industries  and  services  through  which  foreigners  could  pay  for 
what  they  had  bought.  He  believed  it  was  good  to  sell  abroad,  but  bad  to 
buy  there— an  impossible  policy.  (2)  The  best  way,  perhaps  the  only  way, 
to  beat  foreign  rivals  was  to  do  what  they  did  better  than  they  did  it.  But 
that  way  was  slow,  difficult,  and  laborious.  Consequently  Colbert’s  greatest 
failures  were  his  overseas  trading  companies;  not  one  of  them  was  successful. 
The  French  Empire.  By  1600  Frenchmen  had  been  at  work  on  the  Banks  of 
Newfoundland  for  a century  and  were  getting  into  the  fur  trade.  Since  they 
had  plenty  of  cheap  salt  they  cleaned  and  salted  the  cod  on  board  ship  as 
fast  as  it  was  hauled  in;  then  when  their  holds  were  full  of  this  “wet  salted” 
fish  they  took  it  to  France,  where  it  found  a ready  market  among  the  middle 
class  and  wealthy.  English  fishermen  from  Devon  and  Cornwall  had  to  pay 
more  for  their  salt;  to  economize  on  its  use  they  took  the  cod  ashore,  salted 
it  lightly,  then  put  it  on  racks  or  rocks  to  be  dried  by  the  sun  and  wind.  This 
“dry  salted”  product  was  less  attractive  but  much  cheaper;  it  could  be 
afforded  by  the  masses  in  Portugal  and  Spain,  while  the  inferior  “refuse” 
could  be  sold  to  West  Indian  planters,  who  fed  it  to  their  slaves.  Dry  salting 
called  for  land  bases,  and  these  tended  to  become  permanent  fishing  settle- 
ments. The  British  established  them  on  Newfoundland,  and  the  French, 
obliged  to  imitate  their  rivals  in  order  to  get  into  the  cheaper  markets,  set 
up  bases  on  Newfoundland,  the  Gulf  of  St.  Lawrence,  and  the  shores  of 
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Nova  Scotia  or  Cape  Breton.  Anglo-French  competition  continued  to  be 
keen  until  the  French  lost  their  footing  in  Newfoundland  (1713),  then  in 
Acadia,  and  finally  (apart  from  two  small  islands)  in  the  St.  Lawrence 
(1763). 

The  fur  trade  became  important  after  1600.  At  first  the  Indians  brought 
the  pelts  down  the  St.  Lawrence  or  the  Ottawa  to  Montreal;  but  gradually 
Frenchmen  were  compelled  to  go  west  to  pick  up  the  furs.  This  journey 
took  them  ever  farther  afield,  to  the  head  of  the  Great  Lakes,  the  Mississippi,  i 

and  the  prairies.  The  cost  of  transporting  food  and  trade  goods  out  and  t 

of  bringing  the  furs  back  weakened  the  French  traders’  ability  to  compete  31 

with  rivals  when  the  British  turned  up  in  Hudson  Bay;  yet  the  inland  route 
continued  to  be  used  so  long  as  the  French  held  Canada  and  for  more  than 
a half-century  later. 

The  fur  traffic  was  not  as  large  as  we  might  think  it  was.  During  much  of 
the  mid-eighteenth  century  the  annual  export  of  beaver  skins  was  only 
about  75  tons.  The  number  of  men  employed  in  the  business  was  not  great, 
and  the  trade  did  not  stimulate  much  settlement  on  the  lower  St.  Lawrence 
or  at  the  trading  posts.  The  furs  were  commercially  less  important  than  the 
fish,  and  both  were  insignificant  when  compared  with  the  sugar  and  coffee 
of  the  French  West  Indies. 

Those  islands  consisted  of  Martinique,  Guadeloupe,  Haiti,  and  a few 
smaller  spots.  Their  development  began  after  about  1640,  and  by  1750  they 
were  not  merely  “the  sugar  bowl”  of  France  but  had  outstripped  all  other 
islands  in  the  quantity,  quality,  and  cheapness  of  their  product.  When  in 
1762,  the  British  had  won  the  Seven  Years’  War  and  held  the  French 
Empire  in  America  in  their  grip,  there  was  much  debate  about  how  much  of 
it  should  be  kept.  Though  many  people  urged  that  the  sugar  islands  be  kept, 
the  British  planters  feared  that  if  this  happened  the  ex-French  sugar,  grown 
at  lower  costs,  would  ruin  their  business  in  the  British  market,  of  which 
they  held  the  monopoly.  So  the  islands  were  given  back  to  France;  but 
Canada,  whose  products  did  not  threaten  any  important  British  or  colonial 
vested  interest,  was  kept. 
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In  contrast  with  Holland  and  England,  France  made  little  out  of  Asia. 
An  East  India  Company  founded  by  Colbert  in  1664  failed,  was  reorganized 
later,  but  did  not  begin  to  make  much  headway  until  after  1713.  From  1741 
to  1754  its  Indian  manager,  Dupleix,  skilfully  mixed  business,  armed  force, 
and  diplomatic  bargains  with  Indian  princes  in  an  effort  to  strengthen  the 
company  and  weaken  its  British  rival.  For  a time  he  succeeded,  but  had  to 
be  recalled  home  because  his  policies  were  eating  up  all  the  trading  profits. 
Meanwhile  the  British  company  had  been  driven  to  similar  money-swallow- 
ing expenditures.  When  the  test  came  in  the  Seven  Years’  War  (1756-63) 
the  British  firm  triumphed  and  its  French  enemy  was  reduced  to 
insignificance. 

During  the  interludes  of  peace  of  the  eighteenth  century  France  made 
great  progress  in  population,  industrial  production,  and  foreign  trade,  in 
improving  roads  and  rivers,  and  in  inventions  or  scientific  discoveries.  But 
there  was  little  progress  in  changing  the  tax  system  in  order  to  spread  the 
burden  more  evenly.  The  load  of  debt  and  taxes  grew  heavier  with  each 
round  of  the  Anglo-French  conflict.  The  cost  of  the  fight  with  England 
during  the  American  Revolution  proved  to  be  the  straw  that  broke  the 
camel’s  back.  When  national  bankruptcy  forced  the  king  to  call  representa- 
tives together  in  1789  to  put  the  finances  in  better  order,  the  complaints 
provoked  what  became  the  French  Revolution. 

On  a map  of  the  medieval  world  England  was  tucked  away  in  the  top 
left  corner,  a little  land  known  as  exporter  of  wool,  lead,  tin,  and  a small  but 
increasing  quantity  of  unfinished  cloth.  Though  Englishmen 
England  owned  ships  and  handled  most  of  the  wool  and  cloth  exports 
and  the  wine  imports,  Italian  and  Hansard  merchants  held  a 
large  share  of  the  country’s  foreign  trade. 

On  a map  of  the  early  modern  world  England’s  location  was  vastly  better. 
Near-by  places  had  become  much  better  markets— across  the  North  Sea,  in 
the  Baltic  as  far  afield  as  Russia,  and  most  of  all  in  Spain  and  Portugal.  In 
addition,  her  ports,  especially  those  on  the  south  and  west  coasts,  had  safe 
easy  access  to  the  ocean  and  the  continents  that  lay  beyond.  Hence  her 
location  was  almost  as  good  as  that  of  Holland. 

Her  natural  resources  were  far  better  than  those  of  the  Dutch.  She  had 
enough  good  farm  land  to  feed  her  five  to  six  million  people  and  leave  some 
grain  or  dairy  produce  over  for  export.  Her  inferior  stretches  of  country 
were  adequate  to  pasture  great  flocks  of  sheep.  She  possessed  some  valuable 
mineral  deposits,  of  which  coal  was  becoming  steadily  more  important. 
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Hence  she  could  develop  two  or  three  staple  manufacturing  industries 
based  on  her  own  supplies  of  raw  materials,  whereas  the  Dutch  had  to  rely 
on  outside  supplies.  It  was  possible  to  reach,  or  at  least  get  quite  near  to 
most  parts  of  the  country  by  river  or  coastal  traffic.  The  climate  was  not 
severe  or  extreme;  one  could  work  in  it  at  most  times,  even  if  only  to  make 
one  forget  that  it  was  raining.  Finally,  as  part  of  an  island,  England  was  not 
likely  to  be  invaded  or  become  the  cockpit  of  wars,  as  Belgium  was,  pro- 
vided she  could  keep  the  Welsh,  Irish,  and  Scots  in  hand  and  maintain  her 
navy.  She  was  therefore  spared  the  destruction  of  life  and  property  which 
war  brought  to  some  parts  of  the  Continent. 

The  Middle  Ages  ended  in  gloom  for  England.  The  Black  Death  of  1349 
and  later  years  may  have  cut  the  population  nearly  in  half.  The  Hundred 
Years’  War  was  a severe  drain  on  men  and  money,  yet  ended  in  defeat  and 
eviction  from  France.  The  Wars  of  the  Roses  were  a civil  war  which  caused 
much  disturbance  and  destruction.  Weak  monarchs  could  not  protect  their 
merchants  from  fierce  attacks  by  the  Hansards  in  northern  markets.  Exports 
stood  still  or  declined  and  agriculture  became  much  less  profitable. 

With  the  end  of  the  civil  war  and  the  accession  of  the  Tudors  (1485) 
England  obtained  a stronger  government.  From  that  time  onward,  in 
common  with  all  western  Europe,  she  began  to  make  economic  progress 
which  continued,  though  halted  for  brief  or  long  periods  by  depressions  due 
to  famine,  civil  strife,  or  wars,  through  the  rest  of  the  early  modern  period. 
By  1750  England— or  rather  we  should  now  say  Britain  in  order  to  include 
Wales  and  Scotland— was  in  the  front  rank  in  agriculture,  industry,  trade, 
shipping  and  finance,  as  well  as  in  international  politics,  and  London  was 
close  to  becoming  the  world’s  centre  in  finance,  commerce,  and  politics. 

The  advance  was  on  all  fronts.  Agriculture  was  stimulated  by  the  expan- 
sion of  several  markets.  London  was  growing  to  be  a large  city  and  its 
demand  for  food  was  felt  in  many  parts  of  the  country.  The  woollen  cloth- 
makers  wanted  more  wool.  Industrial  and  mining  towns  needed  more  food 
as  their  labour  force  expanded.  In  the  seventeenth  century  a continental 
demand  for  grain  led  English  farmers  to  produce  an  exportable  surplus. 

Industrially  England  became  more  diversified.  Its  staple  manufacture 
remained  the  production  of  woollen  cloth,  which  spread  out  beyond  the 
medieval  towns  to  villages  and  farms.  The  West  Riding  of  Yorkshire,  East 
Anglia,  and  the  West  of  England  were  the  strongholds  of  the  industry,  partly 
because  they  had  adequate  supplies  of  wool,  suitable  water,  and  plentiful 
water  power.  Many  cloths  were  durable  rather  than  luxurious,  cheap,  suited 
to  the  needs  of  soldiers,  sailors,  and  colonists,  fit  for  working  clothes  rather 
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than  “Sunday  best”;  but  some  producers,  especially  in  the  West  of  England, 
made  fine  and  superfine  fabrics.  The  market  included  virtually  every  part 
of  Europe  from  Russia  and  Turkey  to  Portugal,  Latin  America,  the  English 
colonies,  and  both  Near  and  Far  East.  Woollen  cloth  comprised  almost  half 
the  country’s  total  exports  in  1700. 

Meanwhile  new  industries  arose.  Raw  cotton  was  imported  and  mixed 
with- linen  to  make  a new  cheap  fabric  called  fustian.  A knitting  machine, 
invented  in  1589,  started  a new  industry,  for  stockings  had  hitherto  been 
cut  out  of  cloth.  The  silk  industry  fed  on  raw  silk  from  the  Orient  and  was 
greatly  stimulated  when  Huguenot  (Protestant)  silk  workers  flocked  from 
France  after  religious  toleration  was  withdrawn  in  1685.  The  mining  and 
refining  of  copper,  lead,  tin,  and  zinc  made  great  strides,  as  did  the  making 
of  a great  variety  of  articles  of  bronze  (copper  and  tin),  of  brass  (copper 
and  zinc),  or  of  pewter  (tin  and  lead). 

Some  iron  deposits  were  worked  more  vigorously,  but  the  expansion  of 
iron  production  was  held  in  leash  because  charcoal  was  needed  to  smelt  the 
ore,  and  the  supply  of  British  forests  would  not  permit  too  great  a raid  on 
them  to  obtain  the  wood  from  which  charcoal  is  made.  The  Iron  Age  did 
not  com.e  in  earnest  until  it  was  discovered,  after  1700,  that  coke  was  a 
suitable  fuel  for  smelting.  Yet  long  before  that  time  coal  was  being  used 
increasingly  for  other  purposes.  It  took  the  place  of  wood  fuel  in  industries 
which  needed  much  cheap  heat,  such  as  brewing,  distilling,  sugar-refining 
and  making  soap  or  bricks.  Coalmining  therefore  became  an  important 
industry,  especially  around  Newcastle-on-Tyne. 

Overseas  Trade.  By  1750  English  industries  had  made  the  country  one  of 
the  leading  workshops  of  the  world.  The  goods  they  sent  forth  included  the 
textiles,  Sheffield  knives  and  other  steel  wares,  Birmingham  metal  articles 
ranging  from  buttons  and  buckles  to  rosaries,  locks,  swords,  and  muskets; 
also  a motley  of  such  products  as  paper  and  paint,  glass  and  gunpowder, 
leather  goods  and  lead,  books  and  bottled  beer.  In  large  and  growing 
measure  these  goods  were  taken  or  sent  to  market  by  English  merchants  in 
English  ships.  In  the  North  Sea  and  Baltic  regions  the  traders,  organized  in 
the  Merchant  Adventurers’  Company  and  the  Eastland  Merchants’  Com- 
pany, made  headway  against  the  hostility  of  the  Hansards  and  later  the 
competition  of  the  Dutch.  They  succeeded  ( 1598 ) in  getting  the  Hansards 
evicted  from  the  Steelyard,  a warehouse  and  residence  which  the  Hansards 
had  been  permitted  to  maintain  in  London  for  centuries;  meanwhile  they 
had  set  up  their  own  counterparts  to  the  Steelyard,  the  Merchant  Adven- 
turers in  Hamburg,  the  Eastlanders  in  Dantzig. 
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These  companies  were  like  guilds.  The  crown  gave  them  a monopoly  of 
the  trade  in  their  areas,  and  they  regulated  the  activities  of  their  members 
in  the  foreign  market.  Outsiders  soon  resented  being  shut  out  by  these 
monopolies,  and  by  1700  parliament  had  opened  the  door  so  that  any 
Englishman  could  trade  in  northern  Europe  if  he  wished.  Between  them 
the  companies  and  the  “free  traders”  did  so  well  that  by  1750  they  handled 
more  of  the  Baltic  trade  with  Russia  than  did  Holland,  were  so  deeply 
entrenched  in  Sweden  that  Gothenburg  was  nicknamed  “Little  London”, 
were  doing  a big  exchange  of  cloth  for  lumber  in  Dantzig,  and  were  pouring 
goods  into  Germany  through  Hamburg.  In  the  south  English  merchants 
conducted  most  of  the  foreign  trade  of  Spain  and  Portugal,  had  got  a foot- 
hold in  Italy,  and  were  familiar  figures  in  the  Levant.  When  trade  relations 
with  France  were  broken  by  war,  British  goods  flowed  to  enemy  territory 
through  Hamburg  or  Belgium;  and  in  peace  time  the  high  tariffs  or  prohibi- 
tions which  hindered  traffic  across  the  English  Ghannel  were  widely  evaded 
by  smuggling. 

By  1750  British  overseas  trade  was  carried  mostly  in  British  ships. 
Holland’s  superiority  in  shipping  had  been  met  in  part  by  passing  the 
Navigation  Laws  (1651,  1660,  and  other  dates)  which  shut  foreign  vessels 
out  of  trade  between  parts  of  the  Empire  and  said  that  goods  coming  from 
Europe  to  England  must  travel  in  English  ships  or  in  those  of  the  country 
from  which  the  goods  came  or  in  those  of  the  country  from  which  the  goods 
were  usually  shipped.  Passing  such  a law  did  not,  however,  solve  the 
problem.  It  could  not  provide  overnight  the  ships  needed  to  displace  the 
Dutch  craft  as  carriers  of  Baltic  or  Mediterranean  cargoes  to  England.  In 
course  of  time  sufficient  British  ships  became  available,  and  the  supply  was 
augmented  by  the  many  cheap  serviceable  vessels  which  were  built  in  the 
American  colonies  and  sold  to  British  owners. 

The  Beginnings  of  Empire.  Englishmen  turned  their  attention  seriously  to 
the  Orient,  Africa,  and  the  Americas  after  about  1550.  At  first  they  did  not 
care  to  challenge  Portugal  and  Spain,  and  therefore  sought  northwest  or 
northeast  passages  to  Ghina  and  India.  When  these  proved  undiscoverable, 
when  the  Dutch  revolt  and  the  defeat  of  the  Armada  showed  that  Spain  was 
not  invincible,  Englishmen  felt  free  to  go  where  they  wished.  But  they  had 
to  go  at  their  own  risk  and  expense.  The  government  might  bless  their 
venture,  but  had  neither  money  nor  armed  forces  to  spare  to  protect  them. 

The  East  India  Gompany  was  founded  in  1600  by  London  merchants.  By 
1615  it  had  sent  out  a dozen  expeditions  and  set  up  trading  posts  in  India, 
Malaya,  and  Japan.  It  later  added  Ganton  and  the  Persian  Gulf  to  its 
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territory,  but  was  driven  out  of  Japan  by  the  Japanese  and  almost  out  of 
Malaya  by  the  Dutch.  Hence  its  main  field  of  action  was  the  Indian  penin- 
sula. It  took  out  cloth,  metals,  and  bullion,  and  brought  back  spices,  indigo, 
tea,  coffee,  drugs,  silks  and  cotton  cloths.  The  cottons  became  so  popular 
that  woollen  manufacturers  and  merchants  grew  afraid  of  competition  from 
these  fabrics  “made  by  a parcel  of  heathens  and  pagans  that  worship  the 
Devil  and  work  for  a halfpenny  a day.”  Their  fear  forced  parliament  in  1700 
to  ban  the  importation,  and  in  1721  the  use  of  cotton  cloth  with  patterns  on 
it.  The  Company  continued  to  import  plain  cottons  for  sale  at  home  and 
patterned  ones  for  re-export.  So  long  as  it  was  able  to  concentrate  on  trade 
its  business  was  fairly  profitable.  But  by  1750  political  chaos  in  India  and 
the  antics  of  the  French  company  had  forced  it  into  political,  military,  and 
naval  action  in  defence  of  its  interests.  The  cost  of  these  steps  was  so  great 
that  by  the  end  of  the  century  the  Company  was  virtually  bankrupt. 

After  two  or  three  false  starts,  trade  and  settlement  in  North  America 
began  with  the  founding  of  the  Virginia  Company  by  London  merchants  and 
investors  in  1606.  The  Plymouth  Company  (1620)  and  the  Massachusetts 
Bay  Company  (1629)  planted  settlements  in  New  England.  Other  colonies 
followed,  such  as  Maryland  (1633),  the  Carolinas  (1663),  Pennsylvania 
(1681)  and  Georgia  (1732).  New  Holland  and  Delaware  were  taken  from 
the  Dutch  (1664)  and  Acadia  from  the  French  (1713).  Beyond  this  string 
of  coastal  colonies  lay  Newfoundland,  while  in  the  far  northwest  the 
Hudson’s  Bay  Company  (founded  1670)  developed  its  “traffic  of  beavers.” 
Finally,  the  Bermudas,  Barbados,  Jamaica  and  other  West  Indian  islands 
were  settled  or  captured  during  the  first  sixty  years  of  the  seventeenth 
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century.  They  provided  bases  for  trade  with  Spanish  America  or  were  soon 
covered  with  tobacco  and  sugar  plantations. 

The  American  colonies  offered  a home  to  restless,  ambitious,  discontented, 
or  unwanted  Britons  and  to  some  continental  emigrants.  They  provided  a 
growing  market  for  British  manufactured  goods.  The  sugar  and  tobacco 
colonies  supplied  commodities  which  Europe  did  not  produce  and  which 
Britain  could  import  for  her  own  use  or  for  re-export  to  the  Continent. 
Though  the  middle  and  northern  mainland  colonies  yielded  little  that 
England  wanted  to  buy,  their  fish,  flour,  livestock,  and  lumber  were  needed 
by  the  sugar  planters,  while  ships  built  in  the  northern  colonies  were 
welcome  additions  to  the  British  merchant  marine.  Colonial  production 
opened  new  fields  for  the  investment  of  capital  in  land,  plantation  equip- 
ment, slaves,  and  operating  expenses.  Colonial  trade  offered  great  oppor- 
tunities for  the  enterprise  of  merchants  and  shipowners. 

Most  of  that  trade  ran  back  and  forth  like  a shuttle,  as  when  trade  goods 
went  to  Hudson  Bay  and  furs  came  back,  or  when  a ship  from  London  or 
Bristol  anchored  alongside  a Virginia  tidewater  plantation,  unloaded  a cargo 
of  British  manufactured  wares  and  picked  up  a return  shipment  of  tobacco. 
Sometimes,  however,  the  route  was  triangular,  square,  even  polygonal.  An 
English  trader  might  take  cloth,  beads,  fire-arms,  knives,  and  liquor  to  West 
Africa,  barter  them  for  slaves,  which  he  carried  to  the  West  Indies,  where 
he  exchanged  them  for  sugar  and  perhaps  for  silver  which  had  slipped  in 
from  Latin  America,  then  returned  home.  Or  he  might  take  a cargo  of 
fishing  supplies  to  Newfoundland,  then  one  of  cod  to  Portugal,  then  head 
for  home  with  wine  and  Brazilian  gold.  Traders  from  New  England  took 
rum  to  Newfoundland,  merchantable  fish  to  Portugal,  wine  and  gold  to 
England,  and  returned  home  laden  with  salt  as  ballast  and  British  manu- 
factures. Or  they  took  rum  and  provisions  to  Newfoundland,  carried  refuse 
fish  to  the  West  Indies,  and  returned  to  Boston  with  molasses  which  they 
made  into  more  rum  to  take  to  Newfoundland  to  get  more  fish  to  exchange 
for  more  molasses  to  make  more  rum  and  so  on  round  and  round.  Thus 
each  part  of  the  Empire  contributed  its  special  products  to  this  North 
Atlantic  economy. 
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The  widening  of  the  market  which  we  examined  in  the  preceding  chapter 
called  for  new  or  improved  ways  of  organizing  and  running  industry, 
commerce,  and  finance.  In  industry  there  was  still  much 
The  Organiza-  usufacture  and  many  retail  craftsmen  were  selling  goods 
tion  of  direct  to  the  consumer  in  1750.  But  an  increasing  number 

Industry  industries  could  not  be  conducted  on  those  simple  lines. 

They  needed  the  services  of  a middleman  or  even  a chain 
of  them.  In  a few  occupations  the  middleman  could  get  the  goods  he  wanted 
by  buying  them  from  craftsmen  who  brought  their  wares  to  sell  in  the  open 
market.  In  Yorkshire,  for  instance,  the  “clothier”  bought  enough  wool  to 
make  one  or  two  cloths  each  week,  spun  and  wove  it  with  the  aid  of  his 
family  and  perhaps  a little  help  from  outside  spinsters,  then  sold  it  in  the 
weekly  cloth  market  to  one  of  the  merchants  who  came  there  to  get  their 
supplies.  In  other  parts  of  England,  however,  cloth  was  made  under  the 
putting-out  system.  Merchants  or  large  clothiers  bought  wool  by  the  bale 
and  put  it  out  to  be  manufactured.  In  similar  manner  Liverpool  merchants 
imported  cotton  and  linen  and  put  them  out  to  be  made  into  fustian. 
London  merchants  bought  wool  or  silk  and  put  it  out  to  be  knitted  by 
workers  who  lived  at  least  a hundred  miles  away.  So  it  was  also  in  the 
making  of  French  woollens  and  silks,  Belgian  lace,  and  German  cutlery, 
linen,  wooden  clocks  or  toys. 

The  putting-out  system  could  be  operated  on  almost  any  scale,  from  the 
small  to  the  very  large  unit.  Some  firms  had  a thousand  or  more  people 
working  for  them.  Yet  in  some  respects  it  was  an  uneconomical  way  of 
getting  goods  made.  Time  was  wasted  as  material  travelled  along  the  roads 
at  two  to  three  miles  an  hour.  The  quality  of  workmanship  could  not  be 
supervised,  some  workers  were  slow,  lazy,  incompetent,  or  dishonest,  and 
tasks  were  not  always  finished  by  the  appointed  time.  If  employers  could 
gather  their  workers  into  central  workshops,  bringing  them  to  the  material, 
time  would  be  saved,  dishonesty  prevented,  and  goods  be  made  of  the 
desired  kind  and  quality  by  the  time  they  were  needed. 
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German  Silver  Mine  about  1600 

Note  the  use  of  large  water  wheels  and  the  considerable  number  of  men  working  above  ground. 


These  advantages  of  centralized  production  were  admittedly  great,  but 
they  might  cost  too  much.  The  employer  would  have  to  provide  a building 
to  house  his  workers,  instal  the  equipment,  and  build  homes  if  his  plant  was 
in  a remote  place.  Such  capital  outlays  would  be  an  unwelcome  drain  on 
his  usually  meagre  supply  of  funds.  Besides,  his  employees  might  resent 
the  attempt  to  make  them  leave  their  homes,  be  punctual,  and  submit  to 
discipline.  Most  producers  were  unwilling  or  unable  to  pay  this  price;  but 
others  did  feel  the  cost  worthwhile,  and  the  gathering  of  employees  into 
workshops  was  making  headway  even  before  new  machines  driven  by 
power  made  it  inevitable.  We  know,  for  example,  of  a French  hosiery  firm 
which  in  1789  had  800  people  gathered  under  its  roof  and  2,000  working 
at  home. 

Some  of  the  new  industries,  like  such  old  ones  as  ship-building  and  metal- 
refining, could  not  put  material  out  but  must  gather  labour  in,  e.g.,  sugar- 
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refining  and  the  making  of  gunpowder,  cannon,  paper,  glass,  good  pottery, 
or  bottled  beer.  Some  of  these  industrial  plants  used  machines  driven  by 
water-power,  they  cost  much  money  to  build  and  equip,  and  they  developed 
a great  degree  of  division  of  labour.  In  short,  they  had  all  the  essentials  of 
a modern  factory.  Yet  they  were  not  sufficiently  numerous  to  be  the 
predominant  kind  of  industrial  unit.  In  1750  the  great  majority  of  English 
workers  still  toiled  in  their  own  cellars,  living  rooms,  attics,  or  sheds.  On 
the  Continent  this  was  true  till  at  least  1850. 

Home  work  enlisted  the  labour  of  the  whole  family,  from  the  child  of 
four  to  the  grandparents.  Masters  still  trained  apprentices  and  might 
employ  a journeyman  or  two.  If  the  industry  was  carried  on  outside  towns, 
the  cultivation  of  a bit  of  land  or  the  care  of  a few  animals  gave  the  family 
an  additional  source  of  income.  Hours  were  long,  some  processes  were 
unhealthy,  and  most  of  the  power  required  was  supplied  by  the  worker’s 
muscles.  The  yield  of  product  from  great  effort  was  small,  and  income  was 
low.  Fluctuations  in  the  market  demand  for  goods  made  producers  very 
busy  at  some  times  but  left  them  unemployed  at  others.  Complaints  about 
business  depression  were  almost  as  well  known  in  the  days  of  Henry  VHI 
or  Queen  Anne  as  in  those  of  Victoria  or  George  VI. 

Most  early  modern  industry  and  commerce  was  run  by  individuals,  family 
firms,  or  partnerships.  The  names  of  some  great  merchant  or  banking  family 
firms  stand  out,  such  as  the  Fuggers  of  Augsburg,  the  Hopes  of 
The  Amsterdam,  and  toward  the  end  of  the  eighteenth  century  the 

Business  Barings  and  Rothschilds.  Partnerships  were  as  useful  as  they 
Unit  had  been  in  the  Middle  Ages,  and  even  found  new  uses,  as  for 

instance  when  a Spanish  bishop  put  up  the  capital  which  his 
two  active  partners  spent  on  conquering  and  plundering  Peru.  Often  one 
partner  stayed  at  home  to  make  or  buy  goods,  to  manage  the  warehouse 
and  office,  while  the  other  (or  others)  went  round  the  markets  abroad  or 
settled  in  a foreign  port— Hamburg,  Lisbon,  Aleppo,  or  Philadelphia— to  sell 
the  wares  shipped  out  to  him. 

For  some  ventures  the  partnership  was  not  enough.  It  might  not  be  able 
to  raise  sufficient  capital  from  two,  three,  even  six  or  seven  pockets.  Its  life 
was  short,  as  it  expired  after  a fixed  number  of  years  or  when  a partner 
died.  If  it  went  bankrupt,  a partner’s  liability  was  not  limited  to  the  amount 
he  had  put  in  the  business;  in  addition  the  rest  of  his  money,  his  house,  land, 
and  other  property  might  have  to  go  to  pay  the  firm’s  debts.  This  unlimited 
liability  could  be  a hindrance  to  investment;  but  on  the  other  hand  it  might 
make  partners  more  cautious  in  incurring  debts. 
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Jacob  Fugger,  The  Rich 
(Died  1525) 

Jacob’s  grandfather  was  an  Austrian  linen-weaver 
who  rose  to  be  a cloth  merchant.  His  father  was 
always  a cloth  merchant.  Jacob  was  everything: 
merchant  in  most  lines  of  goods,  banker,  metal- 
producer,  organizer  of  a chain  of  stores  throughout 
the  chief  cities  of  Europe,  and  financier  to  popes  and 
kings.  His  son  got  into  difficulties  when  these  large 
borrowers  defaulted  on  their  payments,  and  his 
grandson  saw  the  firm  go  bankrupt. 


Courtesy,  Houghton  Mifflin  Company. 


Joint  Stock  Companies.  The  joint  stock  company  offered  a better  way  of 
financing  large  enterprises.  It  collected  capital  from  many  investors.  Their 
liability  was  limited  to  the  amount  they  put  in.  They  entrusted  the  money 
to  directors  who  presumably  knew  how  to  run  the  business— but  sometimes 
did  not.  The  company  was  given  a legal  personality  by  receiving  a charter 
from  the  crown  and  was  usually  granted  a monopoly  of  the  industry  or  of  the 
trade  in  some  commodity  and  area  for  a fixed  number  of  years.  If  it  was 
successful  in  its  business  and  got  its  charter  renewed,  it  might  carry  on  for 
centuries.  The  Hudson’s  Bay  Company,  chartered  in  1670,  and  the  Bank 
of  England,  founded  in  1694,  are  still  alive,  while  the  Dutch  East  India 
Company  ran  for  nearly  200  years  and  its  English  rival  for  over  250  years. 
Finally,  the  investor  could  hope  to  receive  profit  on  his  capital  and  to  get 
his  capital  back  either  by  the  winding  up  of  the  company  or  by  selling  his 
shares  of  stock  to  someone  else. 

The  practice  of  collecting  capital  from  many  people  was  well  known  in 
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medieval  Italy,  e.g.,  for  building  ships  or  establishing  large  banks.  Then  it 
was  used  to  finance  mining  and  smelting  in  central  Europe,  and  appeared 
in  Holland  and  England  after  1550  to  provide  funds  for  exploring,  trading, 
and  raiding  expeditions.  In  1553  a company  was  set  up  in  London,  with 
shares  of  £25  each,  to  seek  the  North-East  Passage  and  open  up  trade 
with  Russia.  Between  1562  and  1567  John  Hawkins  went  on  three  slave- 
trading journeys  which  were  financed  by  gentry,  manufacturers,  landowners, 
merchants  and  even  Queen  Elizabeth.  When  Frobisher  went  to  seek  the 
North-West  Passage  in  1576  the  Queen  invested  liberally  and  others  who 
were  “willing  to  venter  sumwhat  in  the  voidage  ” took  up  shares  of  £100 
apiece.  Hawkins  repaid  the  capital  and  distributed  large  profits  at  the  end 
of  his  first  two  journeys,  but  the  third  was  a dead  loss,  as  was  Frobisher’s 
“venter.”  Drake  did  much  better.  The  capital  invested  in  his  voyage  round 
the  world  (1577-80)  amounted  to  £5,000;  but  as  he  captured  Spanish 
treasure  worth  at  least  £1,500,000,  his  backers  made  4,600  per  cent,  profit 
and  the  Queen  received  £250,000.  No  wonder  she  knighted  him! 

The  joint  stock  method  was  next  applied  to  developing  distant  trade  and 
planting  colonies.  Of  the  trading  enterprises  the  most  important  and  success- 
ful were  the  Dutch  and  English  East  India  companies.  Investors  in  them 
had  little  cause  to  grumble  at  the  dividends  they  received.  But  the 
stockholders  in  such  colonizing  companies  as  the  Virginia  (1606)  and  the 
Plymouth  (1620)  ventures  received  no  dividends  and  lost  most  of  their 
capital.  Setting  up  a colony  cost  too  much  and  profits  were  bound  to  be  slow 
in  appearing— if  they  ever  appeared.  The  companies  set  up  by  Colbert  all 
failed,  as  did  Scots  and  Prussian  attempts  to  wring  profits  from  trans- 
oceanic trade.  The  Hudson’s  Bay  Company  had  a fitful  career  during  its 
first  fifty  years.  After  one  profitable  journey  came  ten  years  of  expense  and 
disappointment.  Then  the  French  began  to  make  trouble.  For  a long  time 
they  had  command  of  the  Bay,  and  during  the  war  of  1702-13  the  situation 
looked  so  black  that  the  Company  began  selling  insurance  in  London  in  an 
effort  to  avoid  collapse.  Only  when  the  Treaty  of  Utrecht  ( 1713)  recognized 
the  Bay  area  as  British  territory  did  the  Company  really  make  progress. 

During  the  years  1690-1720  company-promoting  became  popular.  People 
were  getting  accustomed  to  investing  in  stocks,  to  buying  and  selling  them, 
and  to  hoping  they  could  sell  at  a much  higher  price  than  they  had  paid. 
The  Amsterdam  Bourse  was  a regular  market  for  this  traffic  in  stocks  or  in 
government  bonds,  and  a similar  market  was  emerging  in  London  and  Paris, 
though  the  London  dealers  did  their  business  in  coffee  shops  or  side  streets 
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until  tliey  got  their  own  building,  the  Stock  Exchange,  in  1773.  New  com- 
panies were  being  formed,  so  there  were  more  stocks  in  the  market.  Some 
companies  were  for  sound  enterprises,  such  as  supplying  towns  with  water 
or  street  lights,  mining,  banking  (including  the  Bank  of  England  in  1694), 
insurance  and  making  paper  oi'  glass.  Two  companies  were  grandiose 
schemes  by  which  John  Law,  a Scot  living  in  France,  and  the  South  Sea 
Company  in  England  were  going  to  conduct  a vast  trade  in  slaves,  colonial 
produce,  and  fish,  painlessly  pay  off  the  huge  war-swollen  national  debts, 
and  earn  good  dividends  for  stockholders.  The  rest  were  bogus  companies 
which  hoped  to  harvest  money  from  credulous  people  by  promising  them 
quick  riches  if  they  would  buy  stock  in  a new  company  for  making  square 
cannonballs,  for  developing  perpetual  motion,  marketing  an  air  pump  for 
the  brain,  or  for  engaging  in  “an  undertaking  of  great  advantage,  but 
nobody  to  know  what  it  is”  beyond  the  fact  that  the  profits  would  certainly 
be  about  5,000  per  cent  per  annum. 

This  stock  boom  reached  fantastic  heights  as  speculators  pushed  the  price 
of  John  Law’s  Louisiana  Company  shares  from  500  livres  to  18,000,  and  as 
that  of  South  Sea  Company  stock  rose  more  than  tenfold.  A cartoon  of  the 
day  showed  people  rushing  by  coach,  on  horseback,  and  on  foot  to  ‘Change 
Alley’  to  buy  and  sell  stock.  Under  this  picture  ran  a piece  of  doggerel: 

See  with  what  haste  unthinking  fools  are  running 
To  humour  knaves  and  gratify  their  cunning. 

All  seem  transported  with  a joyful  madness. 

But  soon  their  mighty  hopes  will  come  to  sadness. 


This  haste  of  “some  to  undo  and  some  to  be  undone”  ended  when  in  both 
lands  the  bubble  burst  in  1720,  causing  widespread  ruin.  The  public  blamed 
joint  stock,  rather  than  itself,  for  the  disaster.  Parliament  forbade  any 
companies  to  operate  unless  they  obtained  a royal  charter  or  a private  act  of 
parliament.  Since  charters  and  acts  were  hard  and  costly  to  obtain,  joint 
stock  organization  passed  into  the  background  for  a century. 

In  spite  of  the  influx  of  American  silver  and  gold,  Europe’s  coinage 
improved  only  slowly  in  quality  during  the  early  modern  period.  Minting 
methods  were  crude  until  coin  presses  were  invented  about  1650. 
Money  Even  then  the  coins  cost  much  to  make,  yet  were  easily  copied, 
clipped,  or  filed.  In  1695  it  was  found  that  a batch  of  English 
coins  withdrawn  from  circulation  had  lost  half  their  weight.  When  the 
English  coinage  was  re-minted  in  1696  the  rim  of  each  silver  or  gold  coin 
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was  “milled”  with  a pattern  to  protect  it  from  cutting  or  filing;  but  skilful 
rogues  continued  to  tamper  with  the  money,  and  traders  had  to  carry  small 
scales  in  their  pockets  with  which  to  weigh  the  guineas  that  were  offered 
them. 

The  pity  was  that  kings  did  not  always  set  a good  example  to  their  people. 
They  may  have  wished  to  keep  their  currencies  good,  but  when  cash  was 
short  the  temptation  to  reduce  the  amount  of  precious  metal  in  a coin  proved 
irresistible.  Henry  VIII  and  Edward  VI  debased  the  English  currency  so 
heavily  that  the  silver  which  had  formerly  been  in  one  shilling  was  spread 
into  eight  by  1555.  Elizabeth  restored  the  currency  in  1561  and  from  that 
time  onward  no  English  ruler  resorted  to  debasement;  but  Spanish  kings  did 
so  on  several  occasions  during  the  seventeenth  century,  and  in  France  Louis 
XIV  usually  paid  part  of  his  war  bills  by  reducing  the  amount  of  silver  in  the 
coin  or  by  “crying  up”  the  official  value  of  each  coin. 

In  all  countries  there  wcis  a chronic  scarcity  of  currency  for  small  change. 
As  copper  coins  cost  more  to  make  than  they  were  worth,  mints  rarely  made 
any.  Retail  trade  and  the  payment  of  wages  were  therefore  hindered.  Some 
employers  paid  wages  in  “truck,”  i.e.,  in  goods.  Shopkeepers,  innkeepers, 
and  merchants  might  issue  their  own  coins  of  lead,  brass,  or  pewter,  and 
these  “token  coins”  constituted  the  larger  part  of  the  small  currency  in  some 
eighteenth  century  towns.  Not  till  nearly  1800  did  the  invention  of  a steam- 
driven  coin  press  make  it  possible  to  provide  an  adequate  copper  coinage. 
The  Bill  of  Exchange.  Merchants  paid  one  another  without  much  use  of  the 
currency  of  the  realm,  because  they  had  become  even  more  skilled  than  their 
medieval  ancestors  at  making  their  own  “commercial  paper  money.”  They 
used  the  bill  of  exchange  in  both  domestic  and  foreign  transactions.  Suppose, 
for  example,  that  Jonah  of  Manchester  sold  fustians  worth  £100  on  three 
months’  credit  to  Amos  in  London.  He  wrote  out  a bill  ordering  Amos  to  pay 
the  <£100  in  90  days  to  him  or  to  some  third  person  (Jack)  or  “to  order.”  He 
sent  this  bill  to  Amos,  who  wrote  “Accepted”  and  his  signature  across  the 
front  of  it  and  returned  it  to  Jonah. 

Jonah  might  keep  it  until  it  matured;  or  hand  it  to  Jack  in  payment  of  a 
debt;  or  if  he  needed  cash  now  more  than  he  did  £ 100  in  three  months  he 
might  take  the  bill  to  a banker  and  “discount”  it  for  about  £98.  The  banker 
could  keep  the  bill  till  it  fell  due,  and  regard  the  £2  made  on  the  transaction 
as  interest  on  the  £98  he  had  paid  out  nearly  three  months  earlier;  or  he 
might  sell  the  bill  to  someone  who  had  to  pay  a debt  of  £ 100  in  the  near 
future  in  London.  Hence  the  slip  of  paper,  about  the  size  of  a dollar  bill. 
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might  pass  through  many  hands,  paying  many  debts,  before  some  one  took 
it  to  Amos  on  the  appointed  date  and  collected  £ 100. 

Each  person  who  handed  it  on  “endorsed”  it  by  signing  his  name  on  the 
back,  and  each  of  them  in  turn  must  meet  the  bill  and  pay  £ 100  if  Amos, 
Jonah,  George,  and  the  others  whose  names  were  there  before  his  could 
not  pay.  It  was  therefore  comparatively  safe,  even  when  payments  were 
international  or  intercontinental.  If  a Philadelphia  merchant  bought  cloth 
in  England,  the  seller  would  be  told  to  draw  a bill  on  the  American’s  London 
agent,  who  had  been  instructed  to  “accept”  it,  pay  it  when  due,  and  recom- 
pense himself  out  of  funds  he  collected  from  the  sale  of  goods  sent  to  Europe 
by  the  Philadelphian.  Hence  there  was  a regular  trade  in  bills,  and  some 
merchants  did  a large  business  in  buying,  selling,  accepting,  or  discounting 
them.  Bills  made  the  wheels  of  commerce  go  round,  and  London  gradually 
rivalled,  then  displaced  Amsterdam  as  the  centre  on  which  most  of  them 
were  drawn. 

In  the  eighteenth  century  London  also  caught  up  on  Amsterdam  as  the 
banking  centre  of  the  western  world.  By  1600  northern  Europe  had  learned 
much  from  the  Italians  about  the  three  functions  of  banking— 
Banking  deposit,  transfer,  and  lending.  The  Bank  of  Amsterdam  ( 1609) 
and  the  Bank  of  Hamburg  (1619)  were  public  institutions,  set 
up  to  receive  deposits  and  transfer  money  for  the  merchants  of  those  two 
great  commercial  cities.  They  were  forbidden  to  touch  the  third  function, 
and  their  secret  evasion  of  this  ban  led  to  their  eventual  bankruptcy.  The 
business  of  lending  money,  in  fact  the  whole  banking  service  outside  cities 
which  had  public  banks,  was  therefore  left  to  be  developed  by  private 
bankers. 

These  men  came  to  banking  from  many  quarters,  but  in  London  many  of 
them  were  goldsmiths.  People  with  money  on  hand  went  to  the  goldsmith, 
deposited  their  treasure  in  his  strong-room  for  safe-keeping,  and  paid  him  a 
fee  for  keeping  it  for  them.  Soon,  however,  instead  of  charging  a fee,  he 
began  to  offer  to  pay  interest  on  these  deposits,  in  addition  to  letting  his 
customers  draw  out  or  transfer  their  money  by  cheque.  The  reason  for  this 
liberality  was  the  realization  that  some  deposits  were  rarely  withdrawn,  that 
new  ones  came  in  as  old  ones  went  out,  and  that  it  was  a pity  to  let  all  this 
cash  lie  idle  in  his  vault. 

He  therefore  began  to  make  loans  at  interest  rates  well  above  those  he 
paid  depositors.  While  he  might  lend  coins,  he  preferred  the  loan  to  be  in 
bank  notes,  which  were  his  written  or  printed  promise  to  pay  coin  on 
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demand  to  the  person  who  presented  the  note  to  him.  As  these  notes  passed 
from  hand  to  hand  and  were  rarely  brought  back  for  exchange  into  hard 
cash,  the  amount  of  coin  in  his  vault  did  not  fall.  He  therefore  made  more 
loans  with  more  notes,  until  finally  he  might  have  issued  promises  to  pay  in 
coin  three  or  four  ( or  more ) guineas  for  every  one  he  had  in  hand. 

In  good  times  this  sort  of  business  was  very  profitable,  thanks  to  the  rush 
of  borrowers  and  the  gap  between  the  interest  rate  they  paid  and  that  he 
paid  to  depositors.  The  banker  tried  to  “play  safe”  by  making  loans  for  only 
short  periods,  as  for  example  by  discounting  a well-endorsed  bill  of  exchange 
which  would  soon  mature.  He  demanded  good  “security”  from  the  borrower, 
such  as  the  right  to  take  some  of  his  trading  goods  if  the  debt  was  not 
honoured  when  due.  And  he  tried  to  keep  a safe  ratio  between  the  loans 
made  and  the  cash  he  had  in  hand.  But  when  a boom  burst  in  crisis  and 
panic,  when  depositors  and  noteholders  came  clamouring  that  he  refund 
deposits  and  cash  his  notes,  his  supply  of  coins  might  soon  be  exhausted  and 
he  closed  his  doors,  a bankrupt. 

English  banking  developments  came  to  a head  in  the  foundation  of  the 
Bank  of  England.  In  1694  a group  of  London  merchants  and  moneyed  men 
agreed  to  lend  the  hard-pressed  government  £1,200,000  for  ever.  Loans  to 
rulers  were  notoriously  risky  and  were  rarely  repaid  in  full  or  when  they 
were  due;  even  the  interest  was  sometimes  not  forthcoming  in  full.  A loan 
in  perpetuity  at  least  could  not  be  defaulted  since  it  would  never  fall  due. 
In  return  the  lenders  were  to  receive  8 per  cent  interest  and  a charter 
incorporating  them  as  the  Governor  and  Company  of  the  Bank  of  England. 

At  first  it  was  expected  that  the  Bank  would  do  little  beyond  government 
business,  lending  the  state  more  money,  handling  its  finances  and  keeping 
its  spare  cash.  It  did  this  work  and  did  it  very  well;  but  in  addition  it  built 
up  a general  banking  service  for  London  merchants,  and  its  notes  were  soon 
deemed  “as  good  as  gold.”  The  Bank,  the  goldsmith  bankers,  and  the 
merchants  who  did  banking  or  handled  the  traffic  in  bills  as  a side-line,  all 
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combined  to  make  London  the  financial  hub  of  Europe  and  of  Europe’s 
colonies. 

Improvements  in  the  means  of  transportation  were  spasmodic  and  uneven 
during  the  early  modern  period.  If  war  needs  forced  governments  to  improve 
facilities  for  moving  troops  and  munitions  the  merchant 
T ransportation  benefitted  from  the  work  done  on  roads  or  rivers.  France, 
with  the  largest  area  of  land  and  the  largest  army  under 
one  ruler,  did  most  of  this  military  engineering,  yet  she  often  lacked  the 
large  funds  necessary  for  doing  a good  job.  England,  protected  by  sea  from 
invasion,  need  not  worry  about  such  problems.  Much  of  her  long  distance 
traffic  went  on  the  rivers  or  along  the  coast,  and  roads  therefore  received 
little  attention  until  the  eighteenth  century. 

France  and  England  alike  conscripted  labour,  horses,  and  carts  for  road 
maintenance  and  repair.  In  1555  English  villagers  were  ordered  to  give  four 
(later  six)  days  of  statute  labour  each  year  to  road  work  in  their  parish. 
When  France  turned  seriously  to  road  improvement  in  the  eighteenth 
century  her  forced  labour,  or  corvee  as  it  was  called,  was  extended  to  one 
month  a year.  The  work  was  unwillingly  done,  amateurishly  directed,  often 
evaded,  and  of  little  lasting  value  because  there  was  no  money  for  buying 
adequate  supplies  of  stone.  The  labourers  often  did  little  more  than  dig  dirt 
out  of  the  ditches  to  fill  up  ruts. 

Goods  were  carried  at  the  age-old  walking  pace  by  pack-horses,  sometimes 
on  men’s  backs,  and  in  carts  where  the  surface  was  good  enough.  In  most 
parts  of  central  and  western  Europe  public  stage  coaches  were  plying 
between  the  chief  cities  by  1700;  but  those  who  ran  them  usually  qualified 
their  promise  to  take  people,  say  200  miles  in  four  days,  with  the  words  “if 
God  permits.”  In  fact,  a stage  coach  was  sometimes  nicknamed  a “God 
permit.” 

River  improvement  was  impeded  by  the  high  cost  of  doing  the  work,  the 
right  which  river-bank  owners  possessed  to  put  a weir  or  dam  across  the 
stream,  and  also  by  the  opposition  of  local  producers  or  traders  who  feared 
that  a more  navigable  waterway  would  allow  goods  to  come  in  from  outside 
and  ruin  their  monopoly  of  the  local  market.  On  the  Gontinent  the  rivers 
had  in  course  of  centuries  become  heavy-laden  with  tolls.  On  the  Rhine 
there  was  a toll  station  to  every  ten  miles  of  stream,  on  the  Loire  one  to  every 
five.  In  1650  there  were  48  on  the  Elbe,  and  if  a lumber  merchant  sent  60 
logs  from  the  head  of  that  river  he  would  pay  the  cost  of  54  of  them  in  tolls 
before  they  reached  the  sea.  Not  till  the  eighteenth  century  was  there  much 
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serious  effort  to  improve  waterways;  the  tolls  were  not  abolished  before 
1800;  and  upstream  traffie  remained  slow  until  steambots  or  tugs  beeame 
available  in  the  early  nineteenth  eentury. 

The  early  modern  period  made  useful  advanees  in  shipbuilding.  In  faet, 
the  period  began  with  the  better  hulls,  improved  sails,  and  use  of  the  eompass 
and  sextant  whieh  made  feasible  the  oeeanie  voyages  of  diseovery.  By  the 
sixteenth  eentury  seamen  had  acquired  skill  in  “tacking,”  and  this  new  ability 
to  make  zigzag  headway  against  the  wind  was  an  invaluable  aid  to  naviga- 
tion. The  Dutch  flute  ship  carried  heavy  cargoes  of  necessaries  at  low  freights 
on  European  waters.  The  North  American  forests  supplied  cheap  lumber 
for  vessels  needed  by  the  transatlantic  traflic,  as  well  as  for  the  countless 
barrels  in  which  the  staple  colonial  commodities  were  packed. 

The  growth  of  national  navies  after  1500  gave  merchant  ships  some 
protection,  for  in  time  of  peace  a frigate  or  two  might  be  assigned  to  convoy 
fleets  of  trading  vessels  through  waters  infested  by  pirates.  In  war  time, 
however,  the  risks  of  capture  or  destruction  were  great,  since  navies  were 
supplemented  by  merchant  vessels  which  obtained  “Letters  of  Marque  and 
Reprisal,”  took  a few  cannon  and  cutlasses  aboard,  then  went  to  sea  as 
“privateers”  in  search  of  enemy  merchant  ships.  Preying  on  the  enemy’s 
commerce  was  an  important  aspect  of  war  between  the  western  powers, 
and  it  forced  traders  or  shipowners  to  pay  heavy  insurance  premiums. 

Over  the  whole  field  of  enterprise  the  state  asserted  its  right  to  control  the 
activities  of  individuals.  The  guilds  had  lost  some  of  their  power,  though  not 
all;  and  the  influence  of  the  Church  had  waned,  especially 
Business  and  in  Protestant  countries.  But  the  state  had  grown  stronger. 
Politics  national  rulers  wielded  authority  over  the  workaday 

activities  of  people  who  lived  within  their  borders. 

The  state  acted  from  mixed  motives.  Frequently  it  was  in  dire  need  of 
money  and  searched  for  ways  of  collecting  additional  revenue.  Sometimes 
it  acted  to  protect  vested  interests  and  old  industries  against  the  attacks  of 
interlopers  or  new  rivals,  because  it  felt  that  change  might  provoke  disorder 
and  violence.  For  the  rest,  it  acted  on  the  belief  that  if  a country  was  to  hold 
its  own  in  the  quarrelsome  family  of  nations  it  must  be  economically  strong 
and  self-reliant.  Each  nation  therefore  tried  to  develop  its  own  resources, 
foster  agriculture,  industry,  and  commerce,  win  new  markets,  deprive 
foreigners  of  their  customers,  create  a merchant  marine,  and  keep  for  itself 
whatever  raw  materials  or  special  skill  it  possessed. 

While  the  state  tried  to  use  economic  means  to  gain  tlie  two  political  ends 
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of  revenue  and  fighting  strength,  manufacturers,  traders,  and  shipowners 
were  equally  eager  to  use  political  means  to  gain  their  economic  end  of 
greater  profit.  The  state  could  help  them  in  countless  ways  and  they  did  not 
hesitate  to  seek  aid.  Sometimes  they  bought  it  by  offering  to  pay  new  taxes, 
promised  the  ruler  a share  of  the  profits,  or  resorted  to  bribes.  They  used 
the  patriotic  argument  that  what  they  were  asking  for  would  be  good  for  the 
country,  and  it  was  usually  easy  to  work  up  anger  against  the  foreigner  and 
his  goods.  They  lobbied  in  parliament  or  at  court  and  formed  committees  to 
safeguard  or  advance  their  special  interests. 

The  offspring  of  this  marriage  of  state  aims  and  economic  interests  was  a 
mass  of  laws  and  decrees  which  have  been  lumped  together  and  labelled 
Mercantilism  or  The  Mercantile  System.  The  name  is  not  a very  good  one, 
but  a better  has  not  been  found  to  describe  the  policies  which  almost  all  the 
governments  of  Europe  pursued  from  the  fifteenth  century  to  the  eighteenth. 
Colbert  was  the  most  energetic  mercantilist;  but  rulers  copied  one  another’s 
methods,  retaliated  and  played  tit  for  tat;  so  the  general  pattern  was  similar 
in  many  respects.  Let  us  look  at  its  chief  features. 

( 1 ) The  Encouragement  of  Manufactures.  This  was  attempted  by  a “beggar 
your  neighbours”  policy.  Foreign  manufactured  goods  were  kept  out  or 
heavy  import  duties  were  imposed  on  them;  but  foreign  raw  materials,  tools, 
and  skilled  artisans  were  welcomed.  Attempts  were  made  to  push  the  export 
of  manufactured  articles,  but  to  forbid  the  export  of  raw  material  and  equip- 
ment or  the  emigration  of  skilled  workers.  England,  for  example,  stopped 
the  export  of  wool  in  1660  and  did  not  permit  it  again  till  1825.  She  banned 
the  export  of  knitting  frames,  of  a silk  machine  which  had  originally  been 
copied  from  French  models,  and  of  all  the  new  machines  that  were  invented 
by  Englishmen  during  the  eighteenth  century.  The  emigration  of  skilled 
artisans  was  formally  forbidden  by  a law  of  1718  and  many  later  acts.  Yet 
an  attempt  was  made  to  encourage  the  entry  of  foreign  machines  by  a law 
of  1624,  which  said  that  any  man  who  invented  a new  tool,  machine,  or 
method,  or  who  brought  one  in  from  abroad,  should  have  the  sole  right  to 
use  it  for  fourteen  years.  Thus  the  patent  law  came  into  being.  The  importa- 
tion of  silk  cloths  was  forbidden,  as  was  that  of  patterned  cotton  fabrics. 

The  state  tried  to  raise  and  maintain  the  quality  of  manufactured  goods, 
especially  those  made  for  export.  Hand  work  is  not  necessarily  good  work. 
It  may  be  poor  if  the  maker  lacks  skill  or  is  trying  to  win  customers  by  a 
policy  of  “cheap  but  nasty.”  Complaints  frequently  reached  England  about 
the  “false  and  deceitfull  makynge,  dyinge,  and  dressynge”  of  cloth.  A 
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common  trick  was  the  excessive  stretching  of  a piece  of  woollen  cloth  when 
it  was  being  dried  on  a tenter-frame  after  the  fuller  had  washed  out  all  the 
grease  and  dirt.  The  piece  was  thereby  made  unnaturally  longer  and  broader. 
The  garments  made  from  it  shrank  when  they  were  rained  on,  and  so,  in  the 
words  of  a pamphlet  written  in  1613,  “If  a gentleman  make  a livery  for  his 
man,  after  the  first  showre  of  rain  it  may  fit  his  page  for  bignesse.”  Every 
trade  in  every  eountry  had  its  trieks. 

The  guilds  had  tried  to  stamp  some  of  them  out.  Now  it  was  the  turn  of 
the  state  to  make  the  attempt.  In  England  parliament  passed  seores  of  laws 
fixing  standards  of  weight,  length,  breadth,  or  quality,  forbade  the  use  of 
certain  processes  or  methods,  and  sent  inspectors  into  the  industrial  areas  to 
see  that  cloth  and  other  goods  were  honestly  made.  The  regulations  which 
Colbert  and  his  suceessors  issued  to  govern  the  making  of  eloth  fill  four 
volumes  and  2,200  pages. 

(2)  The  Encouragement  of  Agriculture.  Mercantilist  statesmen  were  not  so 
much  interested  in  agriculture  as  in  industry  and  commerce;  yet  they  tried 
to  give  a little  help.  The  most  noteworthy  effort  was  made  in  England  for 
the  benefit  of  the  grain-grower  and  ineidentally  of  the  landlord  to  whom  he 
paid  rent.  By  a series  of  “Corn  Laws”  passed  between  1660  and  1689, 
imported  grain  was  charged  heavy  duties  if  prices  were  low,  but  low  ones 
if  prices  approaehed  famine  level.  British  grain  eould  be  exported  freely 
except  in  famine  years;  and  if  its  price  fell  below  a figure  which  gave  a 
satisfactory  return  to  the  grower  he  was  paid  a bounty  on  what  he  exported. 
Thus  the  consumer  was  protected  against  excessive  priees  in  famine  years, 
while  the  farmer  was  cushioned  against  over-low  prices  by  getting  a bounty 
to  supplement  his  income  from  sales. 

(3)  The  Encouragement  of  Shipping.  Even  in  the  Middle  Ages  Englishmen, 
Frenchmen,  and  Spaniards  had  felt  mortified  at  their  dependenee  on  Hans- 
eatic or  Italian  ships,  and  made  puny  efforts  to  foster  their  own  merchant 
marine.  In  the  seventeenth  century  it  was  Dutch  ships  that  spurred  other 
eountries  to  action.  Colbert  tried  to  build  up  the  French  merchant  fleet  by 
imposing  heavier  duties  on  goods  entering  or  leaving  France  in  foreign 
ships,  by  importing  Duteh  shipbuilders,  and  offering  bounties  to  native 
shipowners.  England’s  effort  was  made  in  its  Navigation  Laws,  the  general 
eharaeter  of  whieh  we  saw  in  Chapter  V.  They  were  more  suecessful  in 
pushing  the  Dutch  off  the  long  journeys  between  England  and  her  colonies 
than  off  the  shorter  runs  between  the  Continent  and  England.  Their  desire 
to  exclude  foreign  ships  from  imperial  trade  was  shared  by  all  eountries;  the 
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Dutch,  for  example,  would  not  admit  the  vessels  of  other  nations  into  their 
colonial  ports. 

(4)  Imperial  Self-Siifficiencij.  All  the  empire-builders  tried  to  keep  for 
themselves  the  full,  or  at  least  the  greatest  possible  benefits  of  trade  with 
their  colonies.  The  argument  might  run:  “We  founded  or  captured  the 
colonies,  we  protect  and  finance  them.  Why  should  anyone  else  be  allowed 
to  profit  by  dealings  with  them?”  Or  it  might  voice  the  virtues  of  imperial 
self-sufficieney  based  on  regional  division  of  labour.  Let  each  colony  produce 
the  minerals,  food,  and  raw  materials  for  which  it  was  best  fitted.  Mother 
would  buy  these  things  from  her  children  and  cease  purchasing  them  from 
foreigners.  She  would  pay  for  them  by  sending  the  manufactured  articles 
she  made  so  well,  and  by  supplying  commercial  and  financial  services. 

To  get  the  most  out  of  such  a family  arrangement  called  for  a mixture  of 
encouragement,  restraint,  and  direction.  The  colonies  were  encouraged  by 
being  given  a virtual  monopoly  of  the  mother  country’s  market  for  their 
produce.  England  suppressed  tobacco-growing  in  her  own  southern  counties 
and  shut  out  Spanish  leaf,  so  that  the  Virginia  planters  would  have  no  com- 
petitors. She  gave  bounties  on  some  desired  colonial  staples  and  admitted 
most  of  them  duty-free  or  at  very  low  tariff  rates. 

The  restraint  was  necessary  when  some  colonists  seemed  disposed  to  go 
beyond  producing  raw  materials  and  foodstuffs  in  order  to  start  making 
manufactured  articles  for  sale.  When  English  makers  of  woollen  cloth, 
beaverfelt  hats,  sail  cloth,  and  hardware  complained  to  parliament  that 
Americans  were  making  some  of  these  wares  for  sale,  parliament  passed  laws 
ordering  the  colonists  to  desist. 

The  direction  took  the  form  of  seeing  that  if  any  of  eertain  “enumerated” 
colonial  products,  such  as  tobacco  and  sugar,  were  sold  outside  the  Empire 
in  northern  Europe,  they  should  pass  through  London,  thus  giving  English 
merchants  the  entrepot  business  and  profits  rather  than  letting  the  Dutch 
get  them.  If  in  return  the  colonists  wished  to  buy  any  goods  from  northern 
Europe  these  wares  must  come  to  England  and  be  forwarded  thence  in  an 
English  or  colonial  vessel.  By  such  routing  English  and  colonial  merchants 
and  shippers,  rather  than  Dutch  or  German  rivals,  would  benefit  from  the 
business. 

(5)  The  Balance  of  Trade  and  the  Precious  Metals.  Gold  and  silver  have 
always  been  welcome  commodities  in  all  lands,  and  no  tariff  has  ever  been 
placed  on  their  import.  It  is  natural,  but  not  true,  for  a nation  to  think  that 
the  more  it  has  of  them  the  better  off  it  will  be.  Hence  the  Spanish- American 
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precious  metal  dazzled  the  eyes  and  quickened  the  covetousness  of  the 
European  nations  which  lacked  treasure-yielding  colonies.  How  were  they 
to  get  a share  of  this  metallic  wealth;  and  having  got  it,  how  could  they 
keep  it? 

Drake’s  method  of  raiding  Spanish  galleons  was  not  a permanent  answer 
to  the  first  part  of  this  question;  and  a complete  ban  on  the  export  of  precious 
metals  was  not  a practicable  answer  to  the  second.  The  only  satisfactory 
way  seemed  to  be  to  stimulate  foreign  trade,  but  to  steer  it  in  such  directions 
that  a country  exported  as  great  a value  of  goods  as  possible  and  imported 
as  little  as  possible.  If  from  such  traffic  there  resulted  a net  surplus  of  exports 
—a  favourable  balance  of  trade— the  foreigner  would  have  to  pay  for  that 
surplus  by  sending  precious  metals. 

To  get  a favourable  balance  of  trade  was  therefore  a cardinal  aim  of 
commercial  policy.  It  justified  the  imposition  of  higher  tariffs,  influenced 
the  terms  of  commercial  treaties,  and  decided  the  countries  with  which  trade 
was  to  be  encouraged  or  impeded.  The  English  frowned  on  trade  with  France, 
since  that  country  was  eager  to  sell  plenty  of  wine  and  silks  but  wished  to 
buy  little  from  England  except  the  wool  which  England  was  determined  she 
should  not  have.  Portugal,  on  the  other  hand,  was  a good  customer;  with 
little  but  port  wine  to  offer  in  exchange  for  English  cloth  and  hardware,  the 
balance  was  always  against  her  and  she  had  to  redress  it  by  sending  Brazilian 
gold  to  London.  By  the  Methuen  treaty  of  1703  England  admitted  Portu- 
guese wine  at  two- thirds  the  duty  payable  on  French  wines  in  return  for  free 
admission  of  English  cloth  to  Portugal.  Englishmen  were  thus  compelled  to 
drink  port,  which  they  did  not  like  and  which  gave  them  gout,  or  to  pay  high 
prices  for  the  French  wines  and  spirits  which  they  did  like. 

As  a matter  of  fact  they  got  the  French  liquids  and  silks,  though  the  latter 
were  forbidden  entry  entirely;  and  they  got  them  fairly  cheaply,  thanks  to 
the  smuggler.  The  English  Channel  was  alive  at  night  with  “owlers”,  carrying 
wool  to  France  and  returning  with  silks,  wines,  and  brandy.  This  law- 
breaking ran  through  the  whole  fabric  of  mercantilism,  especially  the  parts 
which  said  “Thou  shalt  not.”  Skilled  artisans  did  emigrate;  machines  and 
models  did  reach  foreign  shores;  the  cloth  laws  and  Colbert’s  regulations 
were  ignored  by  manufacturers;  the  Navigation  Laws  were  evaded  when 
they  proved  irksome,  but  full  advantage  was  taken  of  them  when  it  proved 
beneficial  to  do  so.  Colonists  made,  sold,  and  imported  what  they  wanted, 
traded  with  foreign  colonies  or  countries,  circumvented  the  law  controlling 
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their  shipping  and  trade  when  it  restrained  them  but  obeyed  it  when  it 
brought  them  profit. 

To  enforce  the  whole  body  of  mercantilist  policies  would  have  required 
an  army  of  well-paid  and  honest  officials,  as  well  as  a strong  popular  tradition 
of  obedience  to  the  law.  No  country  could  afford  the  first  and  it  is  doubtful 
whether  any  land  had  the  second.  Hence  the  success  of  the  patchwork  of 
plans  was  only  partial,  and  was  greatest  where  policy  and  economic  interests 
were  in  fairly  close  harmony  rather  than  in  conflict.  For  example,  American 
historians  find  that  the  acts  controlling  the  trade  and  navigation  of  the 
American  colonies  were  not  extensively  violated,  because  they  coincided 
with  the  natural  conditions  of  trade.  The  acts  were  not  mentioned  in  the 
Declaration  of  Independence  as  being  oppressive.  Many  developments,  such 
as  the  growth  of  English  and  colonial  shipping,  the  expansion  of  English 
grain  exports,  and  the  extension  of  French  luxury  industries,  would  probably 
have  come  if  there  had  been  no  state  protection  and  regulation.  The  most 
we  can  say  is  that  they  might  have  come  more  slowly. 
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7-  Tlie  HOOLUTIOI 

We  now  have  to  see  how  the  work-a-day  world  of  the  early  modern  period 
became  the  very  different  one  we  know  today.  The  changes  have  been  so 
far-reaching  that  we  can  call  them  revolutionary.  Many  of  them  were  well 
under  way  by  1750,  but  after  that  date  they  were  speeded  up,  as  inventions 
and  discoveries  greatly  increased  man’s  ability  to  produce  goods  and  his 
power  to  move  them.  In  agriculture,  mining,  and  manufacturing  he  found 
quicker,  cheaper,  more  productive  ways  of  working.  He  devised  machines 
which  displaced  the  simpler  hand  equipment;  he  drove  them  with  steam  or 
other  new  kinds  of  power;  he  learned  how  to  extract  and  shape  metals  cheaply 
in  great  quantities;  and  he  applied  science,  first  to  solving  old  problems, 
then  to  making  new  commodities.  Thus  he  carried  through  a revolution  in 
production,  which  we  can  subdivide  into  an  agricultural  revolution  and  an 
industrial  revolution. 

Meanwhile  he  improved  rivers,  cut  canals,  and  made  better  roads  (includ- 
ing railed  roads ) . Then  he  harnessed  steam  power  to  move  vehicles  on  land 
and  vessels  on  water,  and  thereby  became  able  to  transport  great  quantities 
of  persons  or  goods  quickly  over  long  distances  at  low  cost.  He  also  dis- 
covered how  to  send  messages  along  wires  or  through  the  air.  So  there  was 
a transportation  revolution.  Finally,  the  great  increase  in  the  quantity  and 
kind  of  goods  produced  and  transported  led  to  far-reaching  changes  in  the 
methods  of  buying  and  selling,  so  there  was  a commercial  revolution  as  well. 

There  had  been  few  changes  in  farming  implements  or  methods  since  the 
Middle  Ages.  Markets  for  food  had  expanded  with  the  growth  of  such  large 
cities  as  Paris,  London,  or  Amsterdam,  and  of  industrial 
The  regions  in  Holland,  Belgium,  and  England.  Some  of  the 

Agricultural  farmers  who  served  them  tilled  their  soil  as  thoroughly  as 
Revolution  if  ^ garden,  especially  in  Holland.  But  in  most  areas 

the  increase  in  demand  was  met  by  bringing  more  common 
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or  waste  land  into  cultivation  rather  than  by  taking  steps  to  increase  the 
yield  per  acre.  Arable  fields  were  still  divided  into  long  narrow  strips,  such 
as  we  studied  in  Chapter  III.  They  were  ploughed  and  harvested  with  such 
simple  equipment  as  the  wood  plough  and  the  sickle.  Little  manure  was 
available  for  replenishing  their  strength,  so  they  were  left  fallow  every 
second  or  third  year. 

The  harvest  was  sufficient  only  to  feed  human  beings  and  provide  seed  for 
next  year.  It  included  few  or  no  feed  crops.  Animals  had  to  forage  for  their 
food  oh  the  common  pastures,  the  ploughed  fields  after  harvest,  and  the 
wastes  or  woodlands.  When  winter  came,  some  of  them  were  fed  in  barns 
on  the  hay  cut  from  the  meadow  and  stored  up  for  that  purpose;  but  as  the 
hay  crop  would  feed  only  a limited  number  of  beasts  the  remainder  must 
be  killed  off  in  the  fall.  This  annual  slaughter  kept  down  the  size  of  the  dung 
heap,  thus  limiting  the  amount  of  manure  available  for  the  arable  fields,  thus 
limiting  their  yield,  thereby  preventing  the  growth  of  feed  crops,  thus 
obliging  the  farmer  to  kill  some  beasts  in  the  fall,  thus  keeping  down  the 
size  of  the  dung  heap— and  so  on  in  a vicious  circle. 

Livestock  were  usually  ill-bred  as  well  as  ill-fed.  Sheep  weighed  less  than 
30  lb.,  and  seldom  yielded  more  than  3 lb.  of  wool,  so  the  “black  sheep”  of 
the  nursery  rhyme  must  liave  exaggerated  grossly  when  it  claimed  its  fleece 
would  fill  three  bags.  The  cattle,  small  and  bony,  were  valued  as  draft 
animals  rather  than  as  producers  of  milk  or  meat,  and  the  “roast  beef  of  old 
England”  must  have  been  tough.  In  general,  agriculture  in  1700  was  not 
very  productive;  great  expanses  of  land  were  still  almost  as  nature  had  made 
them  and  were  used  only  for  common  grazing;  and  when  bad  seasons  came 
the  famine  not  merely  made  people  tighten  their  belts  but  in  some  countries 
led  to  death  from  starvation. 

Causes  of  Change.  During  the  eighteenth  century  these  conditions  began 
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to  change,  especially  in  England.  Three  factors  were  responsible.  (1) 
Population  and  industries  were  growing  more  rapidly  than  before,  particu- 
larly after  1750,  so  the  demand  for  food  and  raw  materials  rose  accordingly. 
(2)  Roads  and  waterways  were  being  so  greatly  improved  that  the  farmer 
could  get  his  goods  more  easily  to  market.  (3)  Many  landlords  became 
keenly  interested  in  the  improvement  of  their  estates,  and  experimenting  in 
agriculture  became  a fashionable  alternative  to  hunting,  drinking,  or  politics. 
George  III  loved  to  be  called  the  “Farmer  King”;  prime  minister  Walpole 
read  the  reports  from  his  farm  steward  before  he  turned  to  the  day’s  state 
documents;  agricultural  societies  sprang  up,  and  books  describing  new 
farming  methods  were  almost  “best  sellers.” 

The  landlord’s  interest  was  partly  scientific  curiosity,  partly  pride  at 
reaping  two  ears  of  grain  where  scarcely  a blade  of  grass  had  grown  before, 
and  partly  a desire  to  increase  his  income  from  rents  by  making  existing 
farms  more  productive  as  well  as  by  converting  waste  lands  into  good 
pastures  or  fertile  grain  fields.  His  interest  was  shared  by  the  larger  farmers, 
but  the  smaller  ones  were  likely  to  be  more  conservative  and  hard  to 
convert  to  new  methods. 

As  a necessary  prelude  to  improvement  the  landlords  were  eager  to 
abolish  the  old  system  of  arable  strips  and  common  pastures.  They  wished 
to  get  their  estates  divided  into  compact  farms,  each  with  its  fields  enclosed 
by  hedges,  fences,  or  walls,  and  each  leased  to  some  substantial  farmer  who 
would  work  all  his  holding  in  the  new  ways,  and  thus  wring  more  produce 
both  from  the  old  ploughed  fields  and  also  from  land  which  had  lain  so 
long  in  a state  of  nature.  In  England  the  landlord  was  powerful  in  parlia- 
ment. He  was  therefore  able  to  obtain  legislative  authority  to  “enclose”  and 
redistribute  over  6,000,000  acres  of  land,  or  a fifth  of  the  total  area  of  the 
country.  On  the  Continent  the  landlords  were  less  energetic  and  less  in- 
fluential, the  peasants  more  powerful  or  stubborn.  Consequently  enclosure 
did  not  take  place  in  France  and  other  countries  until  well  into  the  nine- 
teenth century;  and  great  expanses  of  common  pasture  and  open  arable 
fields  could  be  seen  in  some  parts,  such  as  Russia,  in  the  early  twentieth 
century. 

Raising  Productivity.  The  aim  of  improvements  was  to  increase  produc- 
tivity, to  get  more  output  per  acre,  per  unit  of  labour,  per  animal,  per  seed 
— or  all  of  them.  The  means  to  that  end  made  a very  long  list.  Lands  liable 
to  floods  were  drained;  sandy  wastes  were  given  body  by  ploughing  marl 
(a  mixture  of  clay  and  lime)  into  th^  sand;  moorlands  were  “pared”  of  their 
bracken,  heather,  or  scrub,  and  worked  with  ploughs  till  they  were  fit  for 
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planting  with  grass  seed  or  grain.  Better  ploughs  and  harrows  rediieed  the 
time  taken  to  prepare  fields  for  seeding.  Seeds  eeased  to  be  scattered  by 
hand,  were  planted  in  rows  by  drills  and  immediately  covered  over;  this 
made  the  sowing  more  even  and  reduced  the  amount  of  seed  consumed  by 
birds.  Fertilizer  was  used  more  generously  after  scientists  discovered  (by 
1840)  the  composition  of  soil  and  plants  and  were  able  to  say  what  chemicals 
needed  to  be  added  to  build  up  or  replenish  the  strength  of  the  soil.  By 
that  time  the  supply  of  animal  manure  had  greatly  increased,  and  after 
1840  chemical  fertilizers— bone  dust,  nitrates,  potash,  phosphates,  etc.— were 
produced  in  Europe  or  drawn  from  such  remote  corners  of  the  earth  as 
Chile  and  Peru. 

Harvesting  was  quickened  as  the  sickle  gave  place  to  the  scythe,  which 
in  turn  was  displaced  by  the  horse-drawn  reaper  (by  1850),  the  harvester- 
binder  (by  1880),  and  the  “combine”  which  cut  and  threshed  the  grain  (by 
1920).  These  machines  were  most  welcome  on  the  grain  farms  of  the  New 
World,  where  fields  were  large,  laborers  few,  and  harvesting  seasons  short. 
But  many  parts  of  Europe  also  used  them  if  the  farms  were  large  enough 
and  the  farmers  could  afford  them.  Whereas  it  took  a medieval  farmworker 
more  than  two  days  to  sickle  an  acre  of  grain,  his  modern  descendant  could 
reap  many  acres  each  day.  And  while  the  medieval  yield  seems  to  have 
been  only  about  ten  bushels  per  acre,  some  modern  European  farmers 
gathered  in  30,  40,  even  50  bushels. 

This  increase  in  yield  was  the  first  great  advance  in  productivity.  The 
second  was  the  elimination  of  fallow  from  the  two-year  or  three-year 
rotation,  by  planting  turnips  or  clover  instead  of  letting  the  land  lie  idle. 
By  hoeing  round  the  turnips  the  soil  was  kept  loose,  weeds  were  killed,  and 
the  ground  was  refreshed  for  the  next  crop  of  grain.  Clover  replenished  the 
soil  by  transferring  nitrogen  from  the  air  into  the  earth.  This  was  an 
immensely  important  step  forward,  because  turnips  and  clover  were  good 
cattle  food.  Thus  idle  land  was  put  to  work  and  benefitted  from  its  labor, 
while  the  new  crops  ended  the  long  ages  of  scarce  feed.  More  cattle  could 
now  be  better  fed  throughout  the  winter,  the  barnyard  manure  heap 
became  bigger,  and  crops  generally  were  increased  as  fields  were  given 
larger  doses  of  fertilizer.  The  vicious  circle  was  broken. 


Early  Threshing  Machine 


Courtesy  Houghton  Mifflin  Company. 
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The  turnip  was  not  the  only  revolutionary  root  crop.  The  potato,  intro- 
duced from  America  in  the  sixteenth  century,  found  little  favour  until  the 
eighteenth— in  fact,  many  people  believed  it  was  poisonous.  Then  its 
cultivation  was  taken  up  in  earnest  in  every  country,  from  Ireland  to  Russia. 
As  the  yield  per  acre  was  about  four  times  that  of  grain,  peasants  with  very 
few  acres  found  the  potato  patch  an  invaluable  source  of  food,  and  also  of 
drink,  since  alcoholic  spirit,  such  as  vodka,  could  be  made  from  potatoes. 
Meanwhile,  a third  root,  the  sugar  beet,  became  popular  after  about  1800; 
it  was  grown  from  northern  France  all  the  way  across  to  the  heart  of  Russia; 
thus  sugar  became  a common  necessary  article  of  European  diet. 

The  third  advance  in  productivity  was  the  development  of  larger  live- 
stock and  more  of  them.  While  the  new  rotations  were  increasing  the  feed 
supply,  patient  breeding  experiments  produced  bigger  and  better  animals. 
Sheep  were  increased  in  weight  from  28  lb.  to  about  80  lb.,  their  fleeces 
from  3 lb.  to  8,  10,  even  12;  and  the  rest  of  the  addition  was  in  mutton 
rather  than  in  bone.  The  average  weight  of  cows  sold  in  Smithfield  market 
in  London  rose  from  370  lb.  in  1710  to  800  lb.  in  1796,  and  that  was  not  the 
end  of  the  story.  Better  dairy  cattle  yielded  more  milk  of  higher  quality; 
hogs  were  bred  which,  when  fed  in  pens  instead  of  being  compelled  to 
roam  far  for  their  food,  accumulated  much  more  pork  per  beast.  Thus  fresh 
meat  and  milk  became  larger  items  in  the  diet  of  Europeans,  and  when 
butter-making  machinery,  such  as  the  separator,  were  made  available  about 
1880,  dairy-farming  and  butter  production  became  very  important. 

In  these  various  ways  Europe  strove  to  feed  its  rapidly  growing  popula- 
tion. The  industrial  countries,  such  as  Britain,  Germany,  and  Belgium, 
developed  their  farm  lands  to  the  utmost,  but  were  unable  to  meet  all  the 
needs  of  their  townsmen  from  their  own  soil.  The  extreme  instance  was 
Britain,  which  produced  only  a third  of  the  food  it  consumed  in  1914.  The 
agricultural  countries  of  Europe  did  something  to  make  up  the  deficiency— 
Russia  and  Rumania  with  their  great  surplus  of  grain,  Denmark,  Holland, 
and  Ireland  with  their  butter,  cheese,  bacon,  and  eggs,  and  the  Mediter- 
ranean lands  with  their  oranges,  currants,  and  raisins.  Yet  although  this 
international  food  traffic  within  the  continent  amounted  in  the  1930’s  to 
9,000,000  tons  annually,  it  was  not  enough.  Europe  had  to  draw  on  the  rest 
of  the  world  for  about  40,000,000  tons  of  human  or  animal  food,  as  well  as 
for  such  semi-tropical  raw  materials  as  cotton,  silk,  and  rubber,  and  such 
temperate  zone  products  as  wool  and  leather. 

This  growing  dependence  on  overseas  farmers  was  an  outstanding  feature 
of  world  history  during  the  nineteenth  century.  Prior  to  1800  Europe  had 
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been  virtually  self-supplying.  Thereafter  the  expansion  of  her  needs 
coincided  in  time  with  the  settlement  of  vast  temperate  regions  in  North 
America  or  across  the  equator  in  Australia,  New  Zealand,  South  Africa,  and 
South  America.  From  the  regions  “down  under”  she  was  by  1850  obtaining 
much  wool.  During  the  next  quarter-century  the  North  American  plains 
were  being  converted  into  grainfields,  and  after  1870  American  or  Russian 
crops,  cheaply  produced  and  cheaply  transported,  poured  into  western 
European  markets,  to  the  joy  of  consumers  but  the  dismay  of  European 
farmers,  whose  costs  of  production  were  higher  than  the  combined  cost  of 
growing  and  shipping  the  crops  of  the  New  World.  In  the  1880’s  refriger- 
ated ships  became  available  to  carry  meats,  butter,  and  fruit,  chiefly  from 
the  southern  hemisphere,  to  western  Europe,  thus  adding  further  to  the 
food  supply. 

By  the  eve  of  World  War  1 the  disturbances  caused  by  this  many-sided 
invasion  had  subsided.  Prices  had  recovered,  European  farmers  had 
adapted  themselves  to  the  changed  conditions,  often  by  concentrating  their 
attention  on  animal  husbandry,  dairying,  and  truck  gardening,  and  in  many 
cases  they  fed  their  animals  on  the  cheap  feed  from  the  outer  world.  Since 
then  two  wars  have  disturbed  the  flow  of  food  from  that  world  and  obliged 
Europeans  to  tighten  their  belts.  In  addition,  when  peace  came,  their 
inability  to  pay  for  all  that  they  needed  prevented  them  from  buying  as 
much  abroad  as  they  would  like  to  do. 

Though  there  had  been  some  noteworthy  advances  in  industrial  equip- 
ment and  methods  during  the  early  modern  period,  these  were  humble 
preludes  to  the  great  steps  taken  during  the  last  two 
The  centuries.  In  industry,  as  in  agriculture,  the  eighteenth 

Industrial  century  developed  a widespread  curiosity,  a vigorous  search 
Revolution  better  ways  of  doing  work.  Scientific  and  commercial 
societies  fostered  the  spirit  of  inquiry,  kings  and  parliaments 
offered  rewards,  and  some  manufacturers  were  eager  for  “improvement.” 

If  curiosity  was  the  father  of  invention,  necessity  was  its  mother.  Growing 
population  and  trade,  along  with  a rising  standard  of  living,  expanded  the 
demand  for  manufactured  goods  at  home  and  abroad.  Old  methods  of 
production  were  unable  to  cope  with  this  demand,  and  many  industries 
could  not  expand  until  they  had  solved  some  technical  problem  or,  to  use 
a phrase  popular  in  our  day,  broke  some  bottleneck.  For  example,  mines 
could  not  be  deepened  until  better  pumps  were  available  to  keep  them  from 
being  flooded.  The  smelting  of  iron  could  not  expand  until  a substitute  for 
charcoal  fuel  was  found.  A hand-loom  cotton  weaver  used  the  yarn  made 
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by  four  spinners  and  a woollen  weaver  kept  ten  persons  busy.  A growing 
demand  for  cloth  meant  that  more  weavers  must  be  employed  and  that  for 
each  one  of  them  four  to  ten  additional  yarn-makers  must  be  found.  At 
scores  of  similar  points  important  industries  were  held  in  check  and  their 
advance  was  barred  or  at  least  slowed  down. 

Machines.  The  textile  industry  gives  a good  illustration  of  the  problem  and 
of  the  way  it  was  solved.  In  1733  Kay  invented  the  flying  shuttle,  which 
allowed  weaving  to  be  done  much  more  quickly.  This  made  the  scarcity  of 
spinners  still  more  acute.  A series  of  inventions  by  Wyatt,  Paul,  Hargreaves, 
Arkwright,  and  Crompton  between  1740  and  1780  enabled  one  spinner  to 
produce  20,  30,  and  later  as  many  as  400  threads  of  yarn  at  one  time,  and 
also  improved  the  quality  of  the  yarn.  Spinning  was  so  much  speeded  up 
that  by  1800  35  people  using  the  new  machines  could  make  as  much  yarn 
as  had  been  produced  by  1,600  workers  thirty  years  before. 

Now  there  was  a scarcity  of  weavers.  To  meet  this  situation  men  tried 
to  design  a loom  that  could  be  driven  by  power.  This  job  was  far  from  easy, 
and  no  power  loom  was  worth  using  for  weaving  cottons  until  about  1820 
or  for  weaving  woollens  until  after  1850.  When  the  new  loom  did  become 
efficient,  women  displaced  men  as  weavers,  and  one  woman  could  look 
after  two,  three,  or  four  machines.  Then  in  1894  Northrop  invented  an 
automatic  device  by  which  the  shuttle,  when  empty,  was  ejected  and  a full 
one  dropped  into  its  place  without  stopping  the  loom.  A woman  could 
tend  twelve  to  twenty  of  these  automatic  looms. 

Machines  gradually  invaded  most  other  occupations.  For  example,  a 
satisfactory  sewing  machine,  designed  by  an  American,  Elias  Howe,  in 
1846,  revolutionized  the  making  of  clothes.  A similar  one,  strong  enough  to 
sew  pieces  of  leather  together,  helped  to  inaugurate  mass  production  of 
shoes.  Machines  took  over  most  other  manual  tasks,  then  began  to  make 
articles  which  had  not  been  known  in  the  pre-machine  age— such  as  bicycles, 
cars,  or  electrical  appliances.  It  would  be  hard  to  find  today  any  important 
industrial  process  still  done  entirely  by  hand  or  any  important  product  that 
is  not  made,  in  part  at  least,  by  machinery.  And  the  machines  in  turn  are 
made  by  machines— lathes,  drills,  cylinder  borers,  and  other  “machine  tools” 
which  had  to  be  invented  in  order  to  ensure  that  cog-wheels,  shafts,  and 
other  parts  of  a machine  would  be  made  of  the  exact  shape  and  size. 
Power.  Machines  needed  more  power  than  could  be  drawn  from  the 
muscles  of  men,  cattle,  horses,  or  dogs.  At  first  this  need  was  met  by  water- 
power, and  factories  equipped  with  water-wheels  were  built  wherever  there 
was  a fall  or  a stretch  of  rapid  river.  But  such  power  was  not  available 
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everywhere,  its  supply  was  limited  and  variable,  and  it  was  therefore  supple- 
mented, then  supplanted,  by  steam. 

In  1705  John  Newcomen,  a Cornishman  interested  in  tin  mining,  designed 
a steam  engine  to  pump  water  out  of  mines.  It  became  very  popular  on 
minefields,  even  though  it  was  slow,  cumbersome,  very  wasteful  of  steam— 
and  therefore  of  coal.  In  1763  James  Watt,  while  repairing  a model  of  a 
Newcomen  engine,  wondered  how  he  could  reduce  this  waste— a natural 
question  for  him,  since  he  was  a Scot.  After  two  years  he  found  an  answer, 
and  in  1769  patented  his  “new  method  of  lessening  the  consumption  of 
steam  and  fuel  in  fire  engines.”  In  Matthew  Boulton,  a Birmingham  manu- 
facturer of  small  metal  wares,  he  found  a partner  who  provided  him  with 
skilled  workmen  and  pushed  the  sale  of  his  invention.  Watt  then  improved 
the  engine  still  further,  so  that  it  could  turn  wheels  as  well  as  work  pumps. 
By  1800  about  five  hundred  Boulton  and  Watt  engines  had  been  erected. 
They  averaged  only  16  h.p.  and  worked  slowly;  yet  they  had  reduced  fuel 
bills  by  half  to  two-thirds  and  supplied  power  to  flour  mills,  textile  factories, 
ironworks,  and  potteries.  By  1850  the  engine,  still  further  improved,  was 
serving  most  industries,  had  been  put  on  wheels,  and  had  gone  to  sea 
propelling  ships. 

During  the  next  fifty  years  steam  was  supplemented  by  electricity,  coal 
gas,  oil,  and  gasoline.  Electricity  was  first  generated  in  useful  quantities  in 
the  1870’s.  If  the  dynamo  which  produced  it  was  driven  by  a steam  engine 
the  fuel  cost  was  high  and  the  electricity  expensive.  Where  it  was  turned 
by  falling  water  which  squirted  out  of  the  bottom  of  a pipe,  the  electricity 
was  much  cheaper.  In  the  1860’s  a Frenchman  built  the  first  hydro-electric 
plant  by  harnessing  the  water  which  tumbled  down  the  side  of  the  Alps. 
He  found  imitators  in  Italy,  Switzerland,  Germany,  Scandinavia,  North 
America— for  instance  at  Niagara  Falls— and  other  regions  which  had  water- 
falls or  rapids— “white  coal,”  as  someone  called  them.  The  power  was 
sufficiently  cheap  and  abundant  to  serve  industry,  move  streetcars  and 
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trains,  extract  such  metals  as  aluminium,  and  make  such  chemicals  as 
calcium  carbide.  Hydro  power  stations  increased  rapidly  in  size  and  number 
after  World  War  I;  but  by  that  time  steam-driven  generators  had  been  so 
vastly  improved  that  “thermo-electricity”  had  become  quite  cheap.  The 
second  quarter  of  the  twentieth  century  therefore  saw  a great  expansion  in 
the  production  and  use  of  electricity  in  town  and  country  alike. 

Metals.  It  is  hard  for  us,  who  throw  away  tin  cans  and  consign  worn-out 
automobiles  to  the  junk  yard,  to  realize  that  until  the  late  eighteenth 
century  all  metals  were  scarce,  and  that  the  difference  between  the  so-called 
“precious  metals”  and  the  others  was  one  of  degree  rather  than  of  kind. 
The  reason  for  this  metal  famine  was  the  high  cost  and  great  labour  involved 
in  mining  ores  and  extracting  the  metal  from  them. 

When  it  was  discovered,  about  1710,  that  coke  made  a satisfactory  fuel 
for  smelting  iron  ore,  English  ironmasters  were  liberated  from  dependence 
on  charcoal.  Now  they  could  increase  production  greatly  and  reduce  the 
price.  But  the  metal  which  ran  out  of  the  blast  furnace  was  cast  iron;  it 
contained  so  much  carbon  and  other  impurities  that  it  would  break  rather 
than  bend.  In  1783-85  Onions  and  Cort  discovered  that  by  “puddling”  or 
stirring  the  molten  iron  some  of  these  impurities  were  brought  to  the  surface 
and  burned  away  when  they  came  in  contact  with  the  air.  What  was  left— 
malleable  or  wrought  iron— was  still  far  from  pure,  but  it  would  bend  with- 
out breaking.  About  the  same  time  rollers  were  invented  for  making  iron 
plates,  rails,  girders,  and  other  shapes.  Consequently  the  ironmasters  could 
now  meet  the  demands  created  by  the  railroad,  the  engine,  the  iron  ship, 
and  the  machine-makers.  The  output  of  iron  in  Great  Britain  grew  twenty- 
five-fold  between  1800  and  1860. 

After  cheap  iron  came  cheap  steel.  Steel  had  been  made  in  small  quanti- 
ties in  crucibles;  it  cost  £50  a ton  and  was  used  only  for  tools,  cutlery  and 
small  articles.  The  problem  was  how  to  expel  virtually  all  the  carbon  from 
iron.  In  1856  Henry  Bessemer,  a professional  inventor,  solved  it.  He  blew  a 
powerful  blast  of  air  through  liquid  iron  in  a container  called  a converter. 
The  air  came  in  contact  with  the  carbon,  which  was  thus  burned  out. 


The  Bessemer 
Converter. 


Ingot  Mould. 


Courtesy  Houghton  Mifflin  Company. 
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Thanks  to  this  simple,  cheap,  and  quick  process,  steel  soon  fell  to  one-sixth 
its  former  price  and  its  production  in  Great  Britain  increased  six-fold  within 
fifteen  years.  That,  however,  was  only  the  beginning.  William  Siemens,  a 
German  living  in  England,  perfected  an  alternative  method,  known  as  the 
“open  hearth”  process,  in  1867.  In  1878  a London  amateur  chemist  called 
Thomas  and  a Welsh  professional  chemist  called  Gilchrist  discovered  a way 
of  removing  phosphorus  from  iron,  and  thereby  making  it  possible  to  make 
steel  out  of  the  great  deposits  of  phosphoric  iron  ore  which  lay  underground 
in  Lorraine,  Belgium,  France,  and  Luxembourg. 

So  the  Iron  Age  gave  place  to  the  Steel  Age.  In  1850  the  world’s  output 
of  steel  probably  did  not  exceed  50,000  tons.  By  1914  it  had  risen  to  more 
than  60,000,000,  nearly  half  of  it  made  in  the  United  States,  the  remainder 
in  Western  Europe.  By  that  time  much  of  the  metal  was  not  just  simple 
steel.  Metallurgists  had  learned  how  to  doctor  it,  adding  a small  dose  of 
manganese,  nickel,  tungsten,  cobalt,  vanadium,  or  chromium,  in  order  to 
produce  an  alloy  which  would  be  tougher,  harder,  stronger,  and  thus  able 
to  do  its  work  better  in  machines,  lathes,  springs,  armour,  shells,  rails  or 
girders. 

Meanwhile  the  demand  for  other  metals  had  grown  greatly.  Gopper  was 
needed  by  the  electricians  for  wire  and  other  purposes;  tin  by  the  makers 
of  steel  sheets  for  cans;  zinc  by  the  producers  of  galvanized  sheets  or  wire; 
and  gold  by  everybody.  In  each  case  the  metallurgists  sought  for  ways  of 
treating  the  ore  more  cheaply,  of  extracting  more  of  the  metal  from  it,  and 
of  rendering  profitable  the  treatment  of  low  grade  ore.  Eventually  they 
made  it  worthwhile  to  work  gold  ore,  even  though  the  amount  of  precious 
metal  extracted  from  a ton  of  rock  was  scarcely  sufficient  to  make  a coin 
the  size  of  a dime;  and  aluminium,  which  once  cost  $20  a pound  eventually 
became  cheap  enough  to  be  made  into  pots  and  pans. 

Fuel.  Most  of  the  industrial  developments  described  above  depended  on  an 
abundant  supply  of  cheap  fuel.  Goal  gave  the  heat  and  supplied  the  energy 
needed  by  industry  and  transportation  and  the  warmth  needed  in  the  home. 
Hence  its  production  in  Europe  alone  rose  from  about  16,000,000  tons  in 
1800  to  about  600,000,000  in  1913. 

This  great  expansion  was  made  possible  by  solving  three  groups  of 
problems.  In  the  first  place,  the  mines  had  to  be  made  safer  to  work  in. 
Pumps,  ventilating  fans,  Davy’s  safety  lamp,  and  cheap  wood  for  propping 
up  the  roof  where  coal  had  been  removed,  all  helped  to  make  mining  less 
unsafe,  although  far  from  completely  safe.  In  the  second  place,  there  was 
need  to  increase  the  productivity  of  the  miner.  But  coal-cutting  machinery 


104 


THE  STORY  OF  TRADE  AND  COMMERCE 


was  not  easy  to  design  or  operate,  and  did  not  displace  the  pick,  shovel, 
and  human  muscles  until  the  twentieth  century.  In  the  third  place,  there 
was  the  problem  of  transporting  a heavy  cheap  commodity  from  the  spot 
where  it  was  mined  to  the  pit  shaft,  then  to  the  surface,  and  finally  to  the 
customers.  Boys,  women,  then  ponies  pushed  or  pulled  little  trucks  on  rails 
underground;  only  in  recent  decades  has  mechanical  traction  by  engines  or 
conveyor  belts  come  into  use.  A pit-head  steam  engine  hauled  the  con- 
tainers to  the  surface,  where  other  engines  moved  them  to  the  edge  of  some 
waterway  or  sent  them  off  by  railroad. 

Until  1914  coal  was  virtually  unchallenged  as  source  of  heat  and  power. 
King  Coal  reigned  supreme  and  had  cause  to  be  a “merry  old  soul”  as  he 
watched  the  extension  of  his  domain  ( and  smoke ) over  land  and  sea  alike. 
Since  then  his  territory  has  been  invaded  by  rival  sources  of  power.  Elec- 
tricity has  supplanted  steam  power  in  some  industries  and  on  some  railroads, 
has  abolished  gas-lighting,  and,  in  part,  gas-cooking.  Oil  has  replaced  coal 
for  driving  over  half  the  world’s  ocean  shipping  and  is  now,  through  the 
Diesel  locomotive,  moving  more  and  more  trains.  When  coal  is  used  it  is 
burned  more  economically;  one  ton  now  generates  as  much  electricity  as 
was  produced  by  six  in  1900.  Hence  the  coal  industry  was  sick  and  stagnant 
between  the  two  world  wars.  Yet  its  predominance  and  crucial  importance 
could  not  be  disputed,  for  coal  supplied  nearly  75  per  cent  of  the  energy 
generated  in  the  world  in  1935,  leaving  oil  and  water  to  contribute  the 
remaining  quarter. 

Science  and  Industry.  Since  1700,  and  still  more  since  1800,  scientists  have 
been  making  discoveries  which  proved  useful  to  industry.  A physicist 
helped  Newcomen  to  think  out  his  engine.  A chemist  in  1786  discovered 
that  linen,  which  took  weeks  to  bleach  in  sunshine,  could  be  rendered  white 
in  a few  hours  by  being  exposed  to  chlorine.  Humphrey  Davy  in  1816  made 
a lamp  which  reduced  greatly  the  risk  of  mine  explosions.  Faraday  in  1831 
laid  the  foundation  of  the  electrical  industry.  Since  then  countless  labora- 
tory discoveries  have  pointed  the  way  to  improved  methods  in  old  industries 
and  brought  new  industries  or  products  into  being. 

One  of  the  chief  scientific  contributions  was  that  of  finding  uses  for 
materials  which  otherwise  would  have  been  thrown  away.  For  example,  the 
scientist  turned  his  attention  to  coal.  He  knew  that  when  coke  was  made 
there  were  two  by-products.  The  first,  coal  gas,  was  by  1800  being  used 
for  lighting  houses,  mills,  and  shops.  People  gaped  at  the  gaslights  in  shop 
windows  and  wondered  how  the  storekeeper  managed  to  make  the  end  of 
a lead  pipe  burn;  but  by  1840  most  large  cities  had  gas-lamps  in  their  streets 
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and  gaslights  in  many  homes.  The  second  by-product,  coal  tar  or  gas  tar, 
a viscous  black  liquid,  seemed  to  have  very  few  uses.  When,  however,  the 
chemist  began  to  explore  its  properties  he  discovered  that  a wide  range  of 
products  could  be  made  from  it,  including  a thousand  different  shades  of 
dyes,  some  high  explosives,  fertilizers,  disinfectants,  aspirin,  saccharine, 
perfumes,  paints,  and  countless  other  synthetic  chemicals. 

In  our  own  century  we  have  seen  scientists  turn  wood  into  rayon,  pluck 
nitrogen  out  of  the  air  and  “fix”  it  in  ammonia  fertilizers,  make  gasoline  from 
coal,  produce  rubber  from  coal  or  oil,  and  create  a wide  range  of  plastics. 
Meanwhile  the  physicist  has  given  us  radio,  television,  and  the  split  atom. 
Thus  science  has  affected  the  way  we  live  and  the  way  we  wage  war. 

The  Spread  of  the  New  Industrialism.  We  have  crowded  the  account  of 
great  technical  advances  into  a few  pages,  but  must  not  think  that  the 
changes  were  therefore  rapid.  At  first  they  came  slowly  in  face  of  great 
obstacles.  Many  early  inventions  were  crude  and  had  to  be  much  improved 
before  they  did  work  as  well^s  it  was  done  by  old  methods.  Sometimes  it 
was  hard  to  get  the  necessary  capital  or  a supply  of  satisfactory  labour. 
There  was  also  the  inertia  of  manufacturers  or  merchants  who  were  doing 
well  in  the  good  old  ways,  and  the  hostility  of  workers  who  saw  that  their 
manual  skill  might  be  rendered  worthless  if  new  methods  were  introduced 
or  new  commodities  killed  the  demand  for  old  ones.  Some  workmen  tried 
to  prevent  the  introduction  of  new  machines,  mobbed  inventors,  asked  their 
government  to  check  innovations,  and  in  days  of  depression  sometimes 
burned  the  mills  or  smashed  the  machines  which  seemed  to  have  taken  the 
bread  out  of  their  mouths. 

By  1850,  at  latest,  most  of  these  obstacles  had  been  overcome  and  the 
chief  features  of  the  new  industrial  equipment  and  methods  had  become 
clear.  Britons  had  led  the  search  for  them  and  were  the  first  to  benefit  from 
what  they  had  found.  But  men  in  other  nations  were  quick  to  follow  their 
lead,  adopting  British  machines,  importing  or  building  steam  engines, 
erecting  factories,  and  inducing  British  workers  to  come  and  teach  their 
people  how  to  operate  the  new  equipment.  Once  started,  some  men, 
especially  Germans  and  Americans,  made  many  important  innovations  or 
improvements  of  their  own,  and  at  some  points  forged  ahead  of  the  older 
pioneers,  as  for  instance  the  German  exploration  of  industrial  chemistry  and 
electricity  or  the  American  strides  in  mass  production,  automatic  machinery, 
and  assembly  line  production  ( See  Ghapter  XIII ) . 

Today’s  industrial  technique  is  therefore  largely  a British-German- Ameri- 
can product,  with  special  contributions  from  Swiss,  Belgian,  French,  Dutch, 
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Italian,  and  Swedish  inventors.  It  has  spread,  in  part  or  whole,  over  most 
parts  of  the  world  which  possess  some  power  resources,  access  to  raw 
materials,  a labour  supply,  and  an  adequate  home  market.  The  new  textile 
methods  were  the  easiest  to  transplant,  since  the  machines  could  be 
imported  and  it  was  possible  to  transform  hand  cloth-makers  into  machine 
operatives  or  to  train  peasants’  children  for  factory  work.  Consequently 
textile  mills  were  the  first  evidence  of  the  new  industrial  order  in  most 
countries,  whether  the  United  States  and  Belgium  in  the  early  nineteenth 
century  or  India  and  China  in  the  early  twentieth.  Some  other  industries 
were  fairly  easily  developed,  such  as  the  factory  production  of  clothes  or 
shoes,  the  processing  and  packing  of  foods,  the  making  of  candies,  furniture, 
and  the  like. 

The  important  step  from  these  light  industries  which  make  “consumers’ 
goods”  to  “heavy”  industries  was  not  so  easy  to  take.  The  heavy  industries 
produce  iron  and  steel  of  all  sorts  and  shapes,  machines,  engines,  electric 
generators,  chemicals,  ships,  and  so  forth.  They  need  great  quantities  of 
power  and  heat,  which  means  chiefly  coal;  substantial  deposits  of  iron  ore 
and  perhaps  of  other  important  metals;  ability  to  bring  the  coal  and  ore 
together  cheaply;  and  a lot  of  water. 

Only  a few  parts  of  the  world  possess  these  resources  and  have  therefore 
been  able  to  develop  the  heavy  industries  as  well  as  the  light.  The  two  chief 
regions  are  ( 1 ) Industrial  Europe,  which  includes  much  of  the  British  Isles, 
northern  France,  Belgium,  part  of  Holland,  and  Germany  as  far  east  as 
Berlin,  with  a bit  of  southern  Sweden  in  the  north  and  parts  of  Switzerland, 
Austria,  and  northern  Italy  in  the  south;  (2)  Industrial  North  America, 
which  embraces  the  north-eastern  and  north-central  states,  bounded  by  the 
Mississippi  in  the  west,  by  a line  from  St.  Louis  to  Baltimore  in  the  south, 
and  slipping  across  the  Great  Lakes  or  the  St.  Lawrence  to  include  the 
industrial  regions  of  Ontario,  Quebec,  and  the  Maritimes  in  the  north. 
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Outside  these  two  huge  concentrations  of  light  and  heavy  industries,  the 
only  other  noteworthy  cases  are  Russia  and  Japan.  By  1914  the  vigorous 
efforts  of  the  czar’s  government  to  stimulate  manufactures  had  given  Russia 
a fairly  well  developed  core  of  light  industries  and  the  beginnings  of  some 
heavy  ones.  These  were  wrecked  by  war  and  revolution,  but  the  communist 
rulers  revived  the  old  policy  with  intense  vigour,  though  with  much  greater 
emphasis  on  the  heavy  industries.  Their  success  was  substantial  enough  to 
enable  them,  with  some  aid  from  Britain  and  the  United  States,  to  meet  and 
break  the  German  onslaught  of  1941-45.  Since  then,  the  task  of  expanding 
Russian  industry  has  continued,  both  in  Russia  proper  and  in  Siberia. 

Japan  began  to  industrialize  herself  about  1880  and  had  got  well  into  the 
“heavy”  stage  by  1914.  But  her  scanty  supplies  of  ore  and  coal  limited  her 
further  advance  and  made  her  keenly  interested  in  Manchuria,  a region  rich 
in  both.  Australia  entered  the  heavy  stage  when  in  1915  it  opened  its  first 
steel  mill,  but  possesses  enough  ore  and  coal  for  only  a modest  development. 
South  America  has  some  iron  ore  but  virtually  no  coal  within  easy  reach; 
her  water  power  has  not  yet  been  tapped;  her  industries  have  not  gone 
beyond  the  light  consumers’  goods  stage,  and  may  not  go  farther.  In  Africa 
there  is  good  ore  in  the  far  north,  but  the  good  coal  supplies  are  in  the  far 
south.  In  Asia,  India  has  moved  a little  into  the  heavy  field,  but  is  poor  in 
coal.  Canada’s  story  we  shall  tell  in  later  chapters. 


Possible  Resources  of  Coal,  Iron  Ore  and  Water  Power. 
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Having  seen  how  modem  man  increased  his  productivity  let  us  now  see 
how  he  increased  his  mobility.  He  did  it  in  two  stages.  First  he  improved 
the  old  means  of  transportation— waterways,  roads,  vehicles,  and  sailing 
ships.  Then,  when  this  development  had  gone  as  far  as  it  could,  it  was 
elbowed  aside  by  new-comers— the  railroad  and  the  steamship,  which  in 
time  were  supplemented,  in  part  supplanted,  by  the  automobile  and  air- 
plane. The  new  devices  gave  a speed,  range,  volume,  certainty,  punctuality, 
and  cheapness  of  movement  that  would  never  have  been  possible  with  the 
best  waterways,  roads,  or  sailing  ships.  They  also  speeded  up  communica- 
tion by  carrying  letters  and  newspapers  more  quickly,  though  the  real 
revolution  in  communication  came  with  the  telegraph  and  telephone.  But 
all  these  benefits  were  costly.  The  amount  of  capital  required  was  so  large 
that  in  many  cases  private  enterprise  was  reluctant  or  unable  to  provide 
them  and  the  state  was  obliged  to  do  the  job.  Consequently  transportation 
and  communication  became  important  fields  of  government  investment  and 
management. 

Improved  waterways  were  needed  for  moving  farm  produce,  coal,  and 
heavy  raw  or  building  materials  more  cheaply  in  greater  volume.  The  work 
of  deepening  shallow  places,  removing  rocks  and  other 
Inland  obstacles,  and  providing  riverside  wharves  had  been 

Transportation  done  spasmodically  before  1700.  Now  it  was  under- 
taken in  earnest.  Western  European  streams,  such  as 
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the  Rhine,  Seine,  Scheldt,  and  Elbe,  were  made  more  navigable  and  some  ;| 

important  canals  were  cut  to  link  them  together.  1 

In  England  freight  rates  fell  by  more  than  half  wherever  goods  were  able 
to  desert  the  road  for  a river.  Then,  when  a canal  linked  Manchester  with  li 

a near-by  coalfield  in  1761,  reducing  the  price  of  coal  in  that  town  by  half  i| 

and  the  freight  cost  by  three-fourths,  an  era  of  enthusiastic  canal  construc- 
tion by  joint  stock  companies  began.  It  linked  all  the  main  rivers,  gave  short 
cuts  between  the  Irish  and  North  Seas,  and  provided  inland  industrial  areas  I 

with  cheap  access  to  fuel,  ports,  and  markets.  | 

During  the  nineteenth  century  Germany  constructed  many  canals  to 
connect  her  greatly  improved  rivers,  and  in  1938  completed  one  which  ii 

allowed  small  sea-going  vessels  to  steam  across  country  from  the  Rhine  to 
the  Vistula.  Russia,  in  1952,  completed  a canal  which  united  her  two  great  ii 

rivers,  the  Volga  and  the  Don.  In  North  America  canals  were  built  to  get  I 

around  rapids  or  waterfalls  and  to  link  rivers  or  join  them  with  the  Great  li 

Lakes. 

The  canal  era  was  also  one  of  vigorous  road  construction.  The  problem  f 

of  raising  the  necessary  capital  was  solved  in  Britain  by  setting  up  turnpike 
trusts,  consisting  of  local  traders  and  landlords.  The  trust  had  power  to 
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borrow  money  and  spend  it  on  repairing  an  old  road  or  making  a new  one. 
Those  who  used  the  turnpike  paid  tolls,  and  this  revenue  was  expected  to 
keep  the  road  in  repair,  pay  interest,  and  repay  the  debt. 

By  1830  over  a thousand  trusts  were  caring  for  20,000  miles  of  highway. 
By  that  time  their  engineers  had  learned  the  art  of  making  an  all-weather 
durable  surface  of  stone,  known  as  “macadamized”  after  John  Macadam,  the 
road  engineer  who  popularized  the  method  of  making  it.  Stage  coaches 
were  running  at  speeds  which  had  crept  up  frotn  three  or  four  miles  an  hour 
to  seven,  eight,  even  ten.  Night  travel  and  winter  journeys  became  common, 
and  trips  that  once  had  occupied  two  weeks  now  took  two  days.  Wagons 
multiplied  in  number,  the  pack-horse  disappeared.  Goods  gained  access  to 
wider  markets,  prices  tended  to  become  similar  from  district  to  district,  and 
some  observers  feared  that  everything— prices,  manners,  and  speech— would 
be  reduced  to  a common  level. 

Good  as  they  now  were,  the  waterways  and  roads  had  their  defects. 
Freight  still  moved  at  only  two  or  three  miles  an  hour.  The  wagon  load  per 
driver  was  small,  so  the  labour  cost,  fares,  and  freights  were  still  high. 
Highway  accidents  were  frightful  and  frequent.  Finally,  half  the  canal 
companies  in  England  were  paying  little  or  no  dividends  in  1830,  and  the 
tolls  rarely  yielded  sufficient  revenue  to  meet  the  operating  and  capital 
expenditures  of  the  turnpikes.  These  defects  and  limitations  became  serious, 
even  fatal,  when  the  railroad  issued  its  challenge. 

The  railroad  came  in  two  stages:  first,  the  provision  of  a track  on  which 
vehicles  could  be  pulled  more  easily  than  was  possible  on  highways;  and 
second,  the  application  of  steam  traction.  Even  in  the  seven- 
The  teenth  century  some  mines  had  run  their  trucks  on  parallel 

Railroad  wooden  strips.  In  the  next  century  iron  plates  with  flanges  on 
the  inner  edge  replaced  wood,  and  eventually  the  flange  went 
on  to  the  wheel  while  the  plate  gave  place  to  the  rail.  On  such  a “plate-way” 
or  “wagon-way”  in  Munich  it  was  claimed  (1819)  that  a woman  or  child 
could  pull  a cart  bearing  a load  of  15  cwt.,  and  that  a single  horse  could  do 
work  which  would  require  at  least  22  horses  on  ordinary  roads. 


An  Early  Very  Mixed  Train. 
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The  engine  came  after  the  rails.  In  1801  Trevithick  devised  one  which 
drew  trucks  at  a South  Wales  coal-mine.  Twelve  years  later  George 
Stephenson  used  a similar  engine  at  a colliery  in  which  he  was  engineer.  In 
1821,  when  a company  planned  a wooden  track  for  horse-drawn  wagons 
between  Stockton  and  Darlington  in  northern  England,  he  persuaded  it  to 
give  iron  rails  and  steam  a trial.  The  line  was  opened  in  1825;  an  engine 
weighing  7 tons  drew  a load  of  90  tons  at  4 to  8 miles  an  hour,  with  the 
chimney  stack  red  hot  at  all  speeds;  a horse-rider  cantered  in  front  to  clear 
sightseers  off  the  track,  and  a few  honoured  but  nervous  passengers  rode  in 
trucks.  The  little  engine  did  the  work  of  forty  teams  of  horses  and  the  price 
of  coal  in  Darlington  fell  by  half.  Five  years  later  a railroad  was  opened 
between  Liverpool  and  Manchester.  On  it  Stephenson’s  Rocket  pulled  a 
train  31  miles  at  an  average  speed  of  14  miles  an  hour.  Soon  the  line  was 
carrying  1,200  passengers  daily— which  it  had  not  expected— as  well  as  the 
great  load  of  freight  which  it  had  anticipated.  It  was  also  earning  8 per  cent 
on  its  capital. 

With  these  two  lines  the  Railroad  Age  really  began.  By  1860  Britain  had 
built  nearly  half  her  present  system,  and  railroad  construction  gangs  were 
at  work  in  most  other  countries.  By  1900  there  were  500,000  miles  of  rail- 
road track  in  the  world  and  in  1914  nearly  700,000  miles.  The  figure 
has  risen  little  since  then,  for  by  the  1920’s  the  world  had  been  provided 
with  all  the  railroads  it  needs— or  can  afford— at  a total  cost  of  about 
$100,000,000,000. 

Economic  Effects  of  Railroads.  In  old  countries  the  railroads  displaced  the 
roads  and  to  a varying  extent  the  waterways  as  common  carriers  between 
existing  centres  of  population.  Almost  from  the  beginning  passengers 
enjoyed  better  accommodation,  faster  service,  and  greater  safety  than  the 
stage  coaches  could  provide,  yet  they  paid  much  lower  fares.  The  accom- 
modation improved  still- further;  the  speed  rose  to  an  average  of  40-50  miles 
an  hour  on  the  best  trains  long  before  1900;  better  brakes  and  signalling 
devices  helped  to  reduce  the  accident  rate  to  very  small  figures;  and  a 
penny  ( two  cents ) a mile  became  the  standard  fare  in  third  class  or  coach 
carriages  in  many  countries,  with  still  lower  rates  on  commuters’  season 
tickets  or  excursion  trains. 


(Note  some  passengers  travelling  in  their  own  carriages  on  the  last  two  trucks.) 
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Locomotive. 


On  many  railroads  the  Diesel 
is  replacing  the  Steam  engine 
as  it  is  more  economical  in 
various  ways. 


Courtesy  Canadian  National  Railways. 


Diesel  locomotive  of  today. 


For  freight,  which  provided  the  greater  part  of  the  railroads’  revenue,  the 
same  was  true.  Goods,  whether  heavy  fuels  and  raw  materials  or  small 
parcels  of  manufactured  articles,  were  handled  more  quickly  at  lower  rates 
than  on  the  road  or  waterway.  Where  water  carriage  was  cheaper,  this  was 
usually  because  it  was  being  subsidized  by  the  government.  The  freight 
rate  did  not  cover  more  than  the  operating  costs,  while  the  interest  and 
maintenance  charges  were  being  paid  out  of  taxes. 

The  railroad  was  able  to  move  people  in  large  numbers  or  goods  in  vast 
quantities,  and  to  do  this  over  long  distances,  virtually  regardless  of  the 
weather.  It  was  therefore  particularly  valuable  to  large  land  areas  whose 
development  had  been  checked  by  harsh  climate,  too  many  mountains,  and 
lack  of  a coast-line  or  a good  river  system.  Railroads  helped  to  tie  Germany 
together  into  an  empire  and  a market,  linked  her  with  surrounding 
countries,  gave  her  a road  through  the  hills  and  mountains  to  the  Danube 
Valley,  the  Balkans,  and  the  Mediterranean  ports,  and  let  her  dream  of  a 
line  from  Berlin  to  Bagdad. 

Russia’s  seas  were  landlocked  or  were  frozen  in  winter,  her  rivers  mean- 
dered into  them,  and  her  soil  contained  little  stone  for  road-making.  The 
railroad  overcame  most  of  these  obstacles,  brought  the  various  parts  of  the 
country  into  touch  with  one  another,  made  possible  the  settlement  of  Siberia 
when  the  Trans-Siberian  line  was  completed  in  1905,  and  gave  Russian 
produce  access  to  the  food  markets  of  central  Europe.  In  new  countries  the 
railroad  penetrated  interiors,  opening  a way  for  settlers  to  get  in  and  for 
produce  to  come  out.  How  it  did  this  in  North  America  we  shall  see  in  later 
chapters.  Lack  of  rivers  made  the  railroad  essential  to  the  development  of 
Australia’s  agricultural  and  mineral  resources.  In  tropical  Africa  the  railroad 
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cut  a track  through  the  coastal  low-lying  unhealthy  jungles  and  did  away 
with  the  costly  method  of  carrying  goods  through  that  belt  by  human 
beings. 

In  all  countries  the  railroad  was  a great  customer  for  materials,  a large 
employer  of  labour,  and  a veritable  sink  for  capital.  The  construction  of  the 
lines  brought  temporary  waves  of  prosperity  to  lumber  merchants,  iron  and 
steel  manufacturers,  makers  of  machines  and  rolling  stock,  as  well  as  to 
armies  of  labourers.  Railroad  maintenance  and  operation  might  employ  at 
least  5 per  cent  of  the  working  population  directly,  quite  apart  from  the 
many  thousands  of  coal-miners  and  metal-workers. 

As  a field  for  investment  and  a source  of  income  from  interest  or  profit  the 
railroad  was  attractive  only  in  regions  with  a dense  population  and  intense 
business  activity.  Britain  was  such  a region,  and  all  its  lines  were  therefore 
built  by  joint  stock  companies  who  raised  their  capital  by  selling  stocks  and 
bonds.  Until  1900  the  average  return  on  capital  was  satisfactory,  though 
never  large— between  3 and  5 per  cent  on  common  stock.  Then  expenses 
began  to  rise  more  rapidly  than  did  income  in  the  years  before  the  first 
World  War,  thereby  reducing  profits.  After  that  war  high  costs  and  the 
competition  of  the  automobile  made  it  harder  for  the  railroads  to  make  ends 
meet,  and  their  nationalization  by  the  government  in  1948  was  due  in  part 
to  the  fact  that  they  could  no  longer  pay  their  way. 

In  no  other  country  was  the  railroad  a purely  private  enterprise.  There 
was  not  enough  business  to  give  it  a chance  of  standing  on  its  own  feet.  In 
some  lands  the  government  subsidized  railroad  companies  by  giving  them 
land,  or  helping  them  to  meet  the  interest  payments  on  their  bonds,  and 
even  assuring  them  a minimum  rate  of  profit  on  their  stocks.  In  most  cases 
the  state  had  to  take  over  the  task  of  providing  railroads,  borrow  money  for 
construction,  operate  the  lines,  and  meet  deficits  out  of  the  treasury.  State- 
owned  railroads  are  the  rule  rather  than  the  exception. 

The  Automobile,  Until  1900  the  railroad  held  unchallenged  control  of  all 
but  purely  local  land  traffic.  Then  came  the  gasoline  engine,  product  of 
many  inventions  in  France  and  Germany.  At  first  the  French  were  the 
largest  manufacturers  and  exporters  of  cars;  but  like  the  firms  in  other 
European  countries  they  catered  for  rich  customers  and  were  therefore 


Modern  Road  Transport  Vehicles. 
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passed  (in  1910)  by  the  United  States  and  Canada,  where  mass  produetion 
for  a middle  income  market  early  became  the  guiding  rule. 

By  1905  the  motor  car  had  been  so  much  improved  that  it  was  ceasing  to 
be  “as  temperamental  as  an  army  mule,”  and  during  the  next  quarter- 
century  it  invaded  every  continent.  In  1938  over  35,000,000  cars  and  trucks 
were  in  use  in  different  parts  of  the  wvrld,  over  nine-tenths  of  which  were 
made  and  used  in  the  United  States  or  Canada.  Car  and  gasoline  prices  and 
taxes  were  higher  in  Europe  than  in  North  America,  incomes  were  generally 
lower,  and  people  were  more  accustomed  to  using  trains,  busses,  bicycles, 
or  their  legs.  Yet  more  and  more  Europeans  were  getting  behind  the 
steering  wheel  until  World  War  II  halted  the  trend. 

In  every  land  the  car,  bus,  or  truck  cut  deeply  into  the  railroad’s  traffic. 
The  truck  skimmed  off  the  cream  by  handling  packaged  manufactured 
goods,  which  paid  high  freight  rates,  but  left  the  railroad  to  haul  the  heavy 
materials,  which  paid  low  ones.  The  car  or  bus  took  passengers  out  of 
parlour  cars  and  coaches  alike.  The  railroads  were  hampered  in  their 
attempt  to  meet  this  competition  by  the  high  capital  cost  of  improving  their 
equipment  and  service,  by  the  heavy  taxes  they  had  to  bear,  and  by  the  fact 
that  their  rates,  fixed  by  government  agencies,  could  not  easily  be  reduced, 
any  more  than  could  their  wages,  which  were  fixed  by  collective  bargaining 
with  the  labour  unions. 

The  automobile  took  the  farmer  and  his  produce  to  town  easily.  It 
scattered  city  workers  into  new  outlying  residential  suburbs.  It  provided 
easy  movement  over  remote  plains  where  railroads  had  not  penetrated.  Its 
production  stimulated  new  demands  for  capital,  labour  of  many  kinds, 
metals,  glass,  rubber,  gas,  oil  and  service.  It  revived  the  old  industry  of 
road-making  and  the  old  occupation  of  providing  bed  and  board  for  the 
road  traveller.  It  gave  hospitals  and  insurance  companies  far  more 
customers.  Its  thirst  for  fuel  made  the  petroleum  industry  a matter  of  big 
business  as  well  as  a concern  of  high  politics. 

The  Airplane.  During  the  decade  before  World  War  I men  learned  how  to 
fly  machines  that  were  heavier  than  air.  The  war  so  stimulated  technical 
advance  that  when  the  conflict  ended  a fairly  efficient  plane  was  at  hand  for 
civil: vtn  use.  Commercial  air  services  were  initiated  between  London  and 
Paris  in  1919,  but  the  chief  pioneering  work  was  done  by  Germany.  She  was 
a large  country  in  the  heart  of  Europe,  so  she  developed  passenger  services 
between  her  own  cities  and  also  to  those  beyond  her  border,  as  far  as 
Moscow.  Though  France,  England,  and  Holland  followed  her  example, 
their  main  aim  was  to  develop  air  contact  with  their  dominions  and  colonies 


in  Africa,  Asia,  or  Australia.  The  United  States  became  air-minded  after 
Lindberg’s  solo  flight  to  Paris  in  1927,  and  by  1939  the  country  was  covered 
by  a network  of  regular  services,  with  trans-oceanic  extensions  to  Latin 
America,  eastern  Asia,  and  Europe.  Canada  in  1937  established  the  Trans- 
Canada  line.  During  World  War  II  long  flights  by  land-based  planes 
became  everyday  occurrences  all  over  the  globe,  so  that  intercontinental 
journeying  by  air  became  commonplace  when  the  war  ended. 

The  airplane  brought  far  higher  speed  than  was  possible  on  land  or  water. 
The  most  popular  plane  of  the  1930’s  and  1940’s  averaged  180  miles  an  hour, 
which  was  three  times  as  fast  as  the  best  trains;  yet  by  1950  it  was  being 
outmoded  by  faster  larger  craft.  Planes  gradually  became  less  liable  to  be 
grounded  by  bad  weather,  and  service  became  safer  as  well  as  more  comfort- 
able. The  price  of  the  ticket  fell  by  nearly  half  between  the  1920’s  and 
1940’s,  while  rail  and  steamship  tickets  became  so  much  more  expensive  in 
the  1940’s  that  by  1950  a trip  by  plane  might  cost  little  more  than  one  by 
rail  or  sea. 

The  air  traveller  does  not,  however,  pay  the  whole  cost  of  the  service  he 
receives.  That  cost  is  heavy  because  of  the  price  of  the  plane,  the  heavy 
depreciation,  the  periodical  overhauls,  the  large  fuel  consumption,  the  high 
insurance  rates  and  pilots’  wages.  By  way  of  compensation  the  plane  is 
spared  some  expenses  which  weigh  heavily  on  the  railroad.  It  does  not  have 
to  maintain  a track,  it  pays  only  a small  fee  for  the  use  of  airports,  and  it  is 
supplied  with  weather  reports  and  radio  beams  gratis.  Yet  its  total  expenses 
are  far  above  the  revenue  it  collects  from  passengers  or  freight.  The  gap  is 
filled  by  government  subsidies,  either  directly  as  a sum  of  money  or 
indirectly  through  generous  payments  for  carrying  mail.  Without  this 
financial  aid  few  airplane  companies  could  remain  in  business. 

The  sailing  vessel  had  improved  and  grown  larger  during  the  eighteenth 
century.  More  masts  and  canvas  had  been  added,  hulls  were  made  longer 
in  proportion  to  their  width  and  looked  less  like  floating  bath- 
The  tubs.  The  invention  of  the  chronometer  (a  perfect  clock) 

Revolution  about  1770  enabled  ship’s  officers  to  ascertain  their  longitude 

at  Sea  when  out  of  sight  of  land.  Cleanliness  and  better  food,  in- 

cluding lime  juice  or  some  other  container  of  vitamin  C, 
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abolished  scurvy  and  cut  down  the  high  sickness  and  death  rate  among 
seamen.  The  end  of  the  Napoleonic  War  ( 1815)  ushered  in  a hundred  years 
of  peace,  thereby  putting  an  end  to  the  privateering  which  had  pestered 
ocean  commerce  during  at  least  half  of  the  preceding  150  years. 

In  1815  the  two  largest  merchant  marines  were  those  of  Britain  and  the 
United  States,  and  the  busiest  ocean  route  was  that  which  connected  these 
two  countries.  During  most  of  the  long  war  of  1792-1815  American  ships  had 
been  the  only  important  neutral  vessels  available.  They  had  reaped  rich 
profits  carrying  goods  to  the  belligerents,  until  their  government  began  to 
quarrel  bitterly  ( 1807)  with  the  British  or  the  French  (or  both)  about  neutral 
rights  and  eventually  declared  war  on  Britain  in  1812.  This  quarrel  damaged 
their  carrying  trade  and  during  the  war  ( 1812-14)  most  of  their  vessels  were 
bottled  up  in  home  ports  by  the  British  navy. 

When  they  emerged  in  1815  they  went  eagerly  after  the  fast-growing 
North  Atlantic  traffic,  carrying  cotton,  lumber,  and  tobacco  eastward  and 
returning  with  British  manufactured  goods  and  large  numbers  of  immi- 
grants. In  1818  some  Yorkshire  emigrant  merchants  and  their  New  York 
partners  began  operating  the  Black  Ball  line  of  “packet  ships,”  which 
despatched  a vessel  from  New  York  and  Liverpool  on  a fixed  day  each 
month  all  through  the  year,  fair  weather  or  foul,  full  or  empty.  Hitherto 
vessels  had  delayed  their  departure  till  holds  and  cabins  were  full,  and 
avoided  sailing  during  the  winter  months.  The  new  year-round  regular 
service  was  a great  boon  to  travellers  and  shippers.  More  lines  were  set  up; 
the  vessels  grew  larger  and  more  numerous;  and  though  the  packet  ships 
could  not  announce  beforehand  their  date  of  arrival,  since  that  depended  on 
the  weather,  they  did  cut  down  the  average  eastward  journey  from  four  or 
five  weeks  to  three  and  the  westward  one  from  six  or  seven  weeks  to  five 
or  less. 
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The  clipper  ship,  which  began  to  be  built  in  New  York  in  the  1840’s,  cut 
travelling  time  still  farther.  Its  hull  was  streamlined,  long  and  narrow,  with 
a rakish  knife-like  bow  which  cut  through  the  waves  instead  of  bumping 
into  them  as  did  the  ordinary  blunt-nosed  merchant  ships.  In  fact,  when  a 
clipper  had  its  sails,  sometimes  over  thirty  in  all,  fully  spread  it  seemed  to 
skim  over  the  surface  of  the  ocean,  and  one  of  the  most  famous  of  the  breed 
was  aptly  called  the  Flying  Cloud.  Its  speed  was  welcomed  by  passengers 
in  a hurry.  It  had  a glorious  though  brief  period  of  fame  and  profit  carry- 
ing men  round  Cape  Horn  to  the  California  gold  diggings  in  1849  and  to  the 
Australian  gold  fields  in  1851.  A less  spectacular  service  was  the  rushing  of 
tea  from  China  to  Europe.  The  first  cargo  of  each  season’s  crop  to  reach 
London  fetched  a high  price,  and  the  clippers  always  were  ahead  of  their 
older  rivals  in  this  race. 

By  1860  the  “Yankee  ship”,  whether  packet  or  clipper  or  any  other  kind, 
had  met  its  match.  The  supplies  of  good  ship  timber  on  or  near  the  Atlantic 
seaboard  had  vanished,  and  with  them  the  advantage  of  low  building  costs 
which  that  coast  had  enjoyed  for  two  centuries.  Quebec  and  the  Maritimes 
still  had  cheap  timber  and  were  building  many  ships.  English  and  Scots 
shipyards  had  learned  how  to  construct  vesesls  that  were  as  fast  as  the 
clippers,  as  roomy  as  the  packets,  yet  more  seaworthy  because  they  had  oak 
or  iron  hulls.  By  1860,  however,  all  sailing  ships,  no  matter  what  flag  they 
flew,  were  engaged  in  a “prolonged  rearguard  action”  against  the  steamship, 
and  during  the  next  forty  years  they  were  driven  off  one  ocean  lane  after 
another.  In  1893  the  world’s  ocean  steamship  tonnage  exceeded  that  of  sail- 
ing ships;  by  1914  it  was  twelve  times  as  great,  and  today  one  may  wander 
over  the  seven  seas  yet  never  see  a big  ship  moving  under  a spread  of  sail. 
The  Steamship.  During  the  late  eighteenth  century  many  attempts  were 
made  in  England,  Scotland,  France,  and  the  United  States  to  use  a steam- 
engine  for  moving  a boat.  Robert  Fulton  brought  these  experiments  to  a 
head  when  in  1807  his  Clermont  steamed  up  the  Hudson  River  from  New 
York  to  Albany  at  five  miles  an  hour.  At  about  the  same  time  steamboats 
began  to  ply  as  ferries  on  the  Clyde  and  the  Thames  and  soon  were  crossing 
the  Irish  Sea  or  Straits  of  Dover.  Sometimes  their  boilers  burst  for  lack  of 
good  safety  valves,  their  wooden  hulls  caught  fire,  or  they  broke  their  backs 
under  the  weight  of  engine  and  fuel. 

As  these  technical  difficulties  were  surmounted  steamboats  quickly 
became  numerous  on  American  lakes  and  rivers,  along  the  coasts  or  across 
the  narrow  seas  of  Europe,  and  on  the  rivers  or  coastal  waters  of  India. 
Their  economic  assets  and  problems  began  to  be  apparent.  The  former 
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were  many.  The  steamboat  might  be  slow  at  first  but  it  was  sure.  It  was  not 
quite  helpless  in  a storm  or  motionless  when  there  was  no  wind.  It  could 
enter  or  leave  port  under  its  own  power,  regardless  or  wind  or  tide.  Since 
it  was  more  reliable  and  regular  in  its  movements,  it  could  plan  to  make 
more  round  trips  in  a year  than  a sailing  vessel  dare  do.  On  the  other  hand, 
while  most  of  the  hull  of  a sailing  ship  could  be  used  for  carrying  cargo  and 
passengers,  a considerable  part  of  the  space  in  a steamship  was  occupied  by 
the  boiler,  engine,  transmission  gear,  water  tanks,  and  coal  bins,  leaving  little 
room  for  sale  to  shippers  or  travellers.  The  basic  problem  therefore  was  to 
increase  the  relative  amount  of  space  available  for  sale  by  reducing  the  size 
of  the  power  plant  or  increasing  the  size  of  the  hull,  or  both. 

For  short  journeys  this  might  be  easy;  for  long  voyages  it  looked  impos- 
sible. “We  might  as  well  talk  of  making  a journey  from  New  York  to  the 
moon”  as  of  carrying  sufficient  coal  and  fresh  water  for  a non-stop  steam 
trip  from  Liverpool  to  New  York.  So  spoke  England’s  expert  on  the  subject. 
Dr.  Lardner.  Yet  the  impossible  happened.  In  1833  the  Royal  William,  a 
Nova  Scotia  vessel  which  had  been  built  to  develop  steamship  service 
between  Halifax  and  Quebec  but  had  failed  to  make  ends  meet,  was  sent 
from  Pictou  to  London  to  be  sold.  She  used  sails  and  also  “kept  her  kettle 
on  the  boil”  the  whole  way  across.  In  1838  the  Sirius  and  the  Great  Western, 
two  British  vessels,  did  the  longer  westward  journey  from  Liverpool  to  New 
York  in  about  two  weeks.  On  the  return  journey  the  Sirius  overtook  and 
passed  a large  packet  ship,  on  which  some  prominent  Maritimers  were 
travelling.  One  of  them  described  the  sight:  “On  she  came  in  gallant  style, 
with  the  speed  of  a hunter,  while  we  were  moving  with  the  rapidity  of  an 
ox-cart  laden  with  marsh  mud  . . . The  difference  is  hardly  greater  between 
poetry  and  mathematics.” 

The  mathematics  of  the  matter  really  was  that  as  yet  no  steamship  could 
pay  its  way  on  long  ocean  journeys  without  a mail  contract.  In  1837  the 
British  government  granted  a contract  for  carriage  of  mail  by  steamship  to 
Gibraltar,  and  in  1838  offered  a similar  one  for  a fortnightly  mail  steamship 
service  between  Liverpool,  Halifax,  and  Boston.  Samuel  Cunard  of  Halifax 
organized  a company  and  got  the  contract.  So  the  Cunard  Line  was  born 
and  its  first  ship  reached  American  waters  in  July,  1840.  But,  to  come  back 
to  the  mathematics,  half  the  space  in  that  vessel  was  occupied  by  the  engine 
department,  and  when  she  started  her  journey  three-fourths  of  her  load- 
carrying capacity  was  absorbed  by  the  coal  in  her  bins. 

The  rest  of  the  story  is  therefore  a catalogue  of  improvements  which 
increased  the  efficiency  and  widened  the  range  of  steamship  operations. 
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Iron  displaced  wood  after  1850,  permitting  the  building  of  much  larger  ( and 
also  leak-proof)  hulls.  When  steel  displaced  iron  after  1880,  vessels  could 
be  made  still  larger,  yet  weigh  less  per  unit  of  capacity.  The  propeller  took 
the  place  of  the  ungainly  paddle-wheel  after  1850.  “Compound”  marine 
engines  were  designed  which  delivered  more  power  but  needed  less  space, 
steam,  water,  and  fuel.  Between  1840  and  1912  the  coal  required  to  produce 
a unit  of  horse-power  dropped  from  4.7  lb.  to  1.4  lb.  These  improvements 
increased  cargo  and  passenger  capacity,  and  enabled  steamships  to  take 
long  runs  to  such  remote  regions  as  China  and  Australia.  Parsons’  turbine 
engine,  introduced  after  1895,  required  still  less  steam,  fuel,  space  and 
water,  yet  afforded  greater  speed,  whether  to  naval  destroyers  or  to  the  large 
Atlantic  “greyhounds”  which  were  now  competing  to  see  which  of  them 
could  cross  that  ocean  in  the  shortest  time. 

Three  Types  of  Modern  Ships. 


Queen  Elizabeth 

World’s  Largest  Liner, 
83,673  gross  tons  — 
2,314  passengers. 


Courtesy  Cunard  Steamship  Company. 


A Modem  Courtesy  Canadian  National  Steamships. 

Cargo  Ship. 


A Tanker. 


Courtesy  Imperial  Oil  Limited. 
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When  in  1904  a vessel  steamed  from  California  round  Cape  Horn  to  New 
York,  burning  oil  instead  of  coal,  another  great  improvement  was  in- 
augurated. A ton  of  oil  gave  50  per  cent  more  heat  than  did  one  of  coal,  yet 
took  up  less  space.  It  was  easily  pumped  aboard,  whereas  “coaling”  opera- 
tions smothered  the  vessel  with  black  dust.  It  was  stored  in  out  of  the  way 
places  where  coal  could  not  be  lodged,  and  as  it  was  fed  into  the  furnace 
through  spray  nozzles  an  army  of  grimy  perspiring  stokers  was  dispensed 
with,  thus  cutting  the  stokehold  labour  bill  in  half.  Oil  fuel  therefore  soon 
found  favour.  By  1914  the  leading  navies  were  abandoning  coal  and  4 per 
cent  of  the  world’s  merchant  tonnage  was  burning  oil.  In  1939  this  figure 
had  risen  to  30  per  cent. 

In  1903  a German,  Dr.  Diesel,  produced  a marine  engine  closely  akin  to 
that  which  was  being  used  in  automobiles,  save  that  it  had  no  sparkplugs 
and  used  heavy  oil  instead  of  gasoline.  To  ships  it  offered  even  greater 
economies  than  did  the  oil-burning  steam  engine.  One  ton  of  exploded  oil 
gave  as  much  power  as  did  four  tons  of  coal  or  three  of  burned  oil.  The 
engine  was  smaller,  lighter,  needed  no  boiler  or  fresh  water,  could  be  easily 
started,  and  required  only  an  exhaust  pipe  instead  of  a big  smoke  funnel. 
The  space  occupied  by  the  power  plant  was  therefore  greatly  reduced. 
After  World  War  I diesel-driven  ocean  liners  were  built,  and  by  1939  almost 
a quarter  of  the  world’s  ship  tonnage  consisted  of  vessels  which  put  M.V. 
(motor  vessel)  instead  of  S.S.  in  front  of  their  names. 

Types  of  Shipping.  The  most  spectacular  feature  of  the  shipping  revolution 
was  the  building  of  ever  larger,  faster,  and  more  luxurious  liners  for  the 
North  Atlantic  route.  By  1939  the  leading  contestants— the  Queen  Mary  and 
the  N ormandie—ha.d  reached  over  70,000  tons  and  were  crossing  the  ocean 
in  less  than  five  days  at  speeds  of  more  than  30  knots.  But  these  giant  ferry 
boats  represent  a tiny  fraction  of  the  world’s  shipping  services.  They  carry 
only  a little  cargo,  few  harbours  can  accommodate  them,  and  they  could 
not  operate  without  substantial  subsidies  or  mail  contracts.  The  greater  part 
of  the  passenger  traffic,  even  on  the  North  Atlantic  and  still  more  on  the 
routes  to  South  America,  Asia,  and  Australia,  is  carried  by  middle-sized  or 
small  liners  ranging  from  30,000  tons  down  to  about  12,000,  which  take  on 
a large  amount  of  cargo  and  move  at  perhaps  20  knots  back  and  forth  over 
a fixed  route  with  the  regularity  and  punctuality  of  an  express  train. 

Below  the  passenger  ships  is  the  greatest  fleet  of  all,  that  which  is  chiefly 
concerned  with  cargoes.  Its  members  may  range  in  size  from  15,000  tons 
down  to  1,000,  the  speed  may  be  as  little  as  7 knots,  but  of  late  years  has 
tended  to  be  more  than  double  that  pace.  Some  cargo  vessels  keep  to  one 


The  World’s  Shipping 
Routes 

The  thickness  of  the  lines  is 
proportionate  to  the  tonnage 
of  the  ships  that  used  each 
route  in  the  period  between 
the  two  world  wars. 


Courtesy  World  Book  Company. 


route.  Others  are  tramps,  willing  to  go  almost  anywhere  and  fetch  almost 
anything.  They  have  large  cargo  capacity  and  very  economical  engines. 
Wheat,  wool,  ore,  cotton,  coal,  rails,  lumber,  fertilizer— the  commodity 
matters  little.  Colombo,  Melbourne,  New  York,  Montreal,  Hong  Kong, 
Buenos  Aires,  Calcutta— all  may  be  visited  by  a tramp  in  the  course  of  its 
career,  provided  there  is  a large  enough  cargo  to  be  taken  or  picked  up. 

Finally,  there  are  the  special  cargo  ships,  built  to  handle  one  kind  of 
freight.  The  growth  of  the  oil  trade  called  for  the  “tanker,”  and  this  growth 
was  so  great  that  by  1938  these  ships  accounted  for  a sixth  of  the  world’s 
ocean  tonnage.  When  the  Lake  Superior  iron  ore  range  began  to  be  mined 
in  the  latter  part  of  last  century,  large  boats  which  could  be  easily  loaded 
and  emptied  were  built  to  convey  the  ore  down  the  Great  Lakes  to  some 
port  near  the  blast  furnaces.  The  refrigerated  ship  made  its  bow  in  1880, 
when  a cargo  of  frozen  meat  from  Australia  was  landed  in  London.  New 
Zealand  and  Argentina  were  soon  on  this  new  trail,  and  as  engineers  made 
the  cooling  machinery  more  reliable  it  became  possible  and  profitable  to 
ship  not  only  meat,  but  other  such  perishables  as  butter  and  fruits  half  way 
round  the  world,  through  the  tropics,  yet  deliver  them  in  good  condition  at 
European  ports  after  a five  to  eight  weeks’  journey.  The  United  Kingdom 
was  the  chief  market;  by  1913  it  was  importing  17,000,000  carcases  of  beef 
and  mutton,  along  with  great  quantities  of  apples  and  butter  which  farmers 
“down  under”  were  now  producing  in  ever-expanding  quantity  for  this 
remote  and  apparently  insatiable  market. 

Ship  Canals.  The  Suez  Canal,  opened  in  1869,  reduced  the  journey  from 
London  to  Indian  or  Chinese  ports  by  3,000-4,000  miles,  or  25-40  per  cent. 
The  Panama  Canal,  opened  in  1914,  eliminated  the  dangerous  journey  round 
Cape  Horn,  cut  the  distance  between  New  York  and  San  Francisco  from 
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13,000  to  5,000  miles,  and  generally  brought  the  east  and  west  coasts  of  the 
Americas  closer  together.  It  lessened  the  distance  between  the  Pacific  coast 
and  Europe— Vancouver,  for  example,  jumped  6,000  miles  nearer  to  London, 
It  brought  the  Far  East  and  eastern  Australia  nearer  to  New  York  than  to 
London,  and  provided  a shorter  route  by  which  the  rubber  and  tin  of  Malaya 
could  be  carried  to  their  biggest  buyer,  the  United  States. 

The  Post  Office.  Postal  facilities  improved  with  the  coming  of  better  roads. 
Rates  were  proportionate  to  the  distance  a letter  was  carried,  the  weight, 
and  the  number  of  sheets  of  paper,  which  were  folded  and  sealed  with  red 
sealing  wax,  there  being  as  yet  no  envelopes.  The  receiver  paid  the  postage. 
In  1837  Rowland  Hill  analyzed  British  postal  operating  costs  and  found  that 
distance  made  little  difference.  The  chief  expenses  were  incurred  in  weigh- 
ing the  letter  and  collecting  the  delivery  fee.  He  therefore  proposed  that  a 
flat  rate,  say  of  a penny  for  all  letters  up  to  a certain  rather  generous  weight, 
be  charged,  and  that  the  sender  pay  it  by  buying  a stamp.  In  1840  parlia- 
ment accepted  this  recommendation  and  introduced  the  penny  post  for 
letters  addressed  to  any  place  in  the  United  Kingdom.  Soon  the  envelope 
and  gummed  stamp  became  general  throughout  the  world,  and  while 
governments  thus  provided  a cheaper  service  the  railroad  and  steamship 
made  it  a much  more  rapid  one. 

The  Telegraph  and  Telephone.  Communication  over  a wire  depended  on 
an  elementary  understanding  of  electricity.  By  1840  telegraphic  methods 
had  been  worked  out  in  England  and  the  United  States;  but  the  American 
model,  patented  by  Samuel  Morse,  proved  the  more  satisfactory  because  it 
used  dots  and  dashes— we  still  call  it  the  Morse  code— and  recorded  the 
message  with  a pencil.  In  England  and  some  other  countries  the  railroads 
were  the  first  to  use  the  telegraph,  but  public  services  soon  became  avail- 
able and  in  most  lands  were  eventually  absorbed  in  the  postal  system. 
Newspapers  were  quick  to  realize  the  value  of  the  new  device,  especially 
when  overland  wires  or  submarine  cables  linked  countries  and  continents. 
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The  first  undersea  cable  was  laid  from  Calais  to  Dover  ( 1851 ) ; cables 
reached  India  in  1865,  North  America  in  1866,  and  Australia  in  1871.  By 
1900  few  people  in  the  world  were  beyond  the  reach  of  a telegraph  or  of 
the  information— personal,  political,  or  commercial— which  it  transmitted. 

In  1876  in  Boston,  Alexander  Graham  Bell,  after  many  experiments  in 
Brantford,  Ontario,  spoke  over  a wire  to  his  assistant  in  an  adjoining  room 
“Mr.  Watson,  come  here.  I want  you.”  The  telephone  was  slowly  improved 
and  found  little  public  favour  until  nearly  1900.  In  one  Canadian  district 
only  one  subscriber  could  be  secured,  and  as  there  was  no  one  ( except  the 
exchange  operator)  he  could  ring  up  he  had  to  be  given  his  money  back. 
The  universal  use  of  the  phone  is  a thing  of  the  twentieth  century.  Yet  on 
the  fiftieth  anniversay  of  Bell’s  first  message  people  in  London  and  New 
York  talked  to  one  another  and  church  bells  ringing  in  London  were  heard 
across  the  Atlantic. 

This  way  of  observing  a golden  jubilee  was  a measure  of  the  rapidity  with 
which  wireless  telephony  had  travelled  close  on  the  heels  of  wireless  tele- 
graphy. In  1899  Marconi  flashed  dots  and  dashes  through  the  air  across  the 
English  Channel.  In  1901  he  sent  them  across  the  Atlantic.  In  1904  the 
Campania  published  a small  newspaper  containing  “marconigrams”  while 
she  was  at  sea.  In  1912  the  distress  call  SOS  sent  out  into  the  darkness  by 
the  sinking  luxury  liner  Titanie  was  picked  up  by  several  vessels  in  the 
neighbourhood;  and  soon  virtually  all  ships  acquired  ears  and  a tongue 
which  spoke  in  Morse. 

Wireless  telephony  scored  its  first  tiny  success  in  1906.  Since  then, 
especially  since  the  first  “broadcasts”  of  1920,  the  technical  problems  of 
sending  and  receiving  have  been  solved,  and  by  the  mid-thirties  pioneer 
television  programs  were  “on  the  air”  in  London.  “Narrow-cast”  wireless 
telephony  permitted  inter-continental  conversations  to  supplement  greatly 
improved  long  distance  ’phone  calls  over  wires.  Broadcast  wireless  telephony 
—we  call  it  radio— was  put  to  commercial  use  in  the  United  States,  where  the 
provision  of  programs  became  a new  form  of  advertising.  In  most  European 
countries  radio  was  a government  monopoly,  supported  by  listeners’  annual 
fees  and  free  of  “commercials.”  Its  end  was  entertainment,  information  and 
propaganda,  in  varying  order  of  importance.  In  Canada  an  attempt  was 
made  to  get  the  best  out  of  both  systems. 


An  early 
crystal  set. 


Results  of  the  Transportation  Revolution.  We  can  now  sum  up  the  results 
of  the  revolution  in  transportation  and  communication.  The  first  was  speed 
and  a vast  saving  of  time.  About  this  enough  has  been  said,  save  that  there 
is  a limit  to  speed,  the  limit  of  rapidly  rising  costs.  To  increase  the  pace  of 
the  Lusitania  from  24  to  26  knots  (or  8 per  cent)  in  the  early  twentieth 
century  required  an  additional  50  per  cent  of  power;  and  air  resistance  to 
a plane  increases  at  the  square  of  the  speed.  Acceleration  may  not  be  worth 
the  additional  cost,  wear,  and  tear,  unless  time  is  more  important  than 
moriey. 

The  second  result  was  regularity  and  punctuality.  The  iron  horse  and 
steamship  could  defy  most  kinds  of  weather,  keep-  to  their  schedules,  and 
rarely  suffer  serious  delays.  Merchants  and  manufacturers  could  be  sure 
that  the  goods  they  ordered  would  reach  them  by  a certain  date.  They  need 
not  keep  excessive  stock-piles,  and  could  buy  “from  hand  to  mouth.” 

The  third  result  was  safety  for  passengers  and  goods  alike.  The  days  of 
stage  coach  travel  were  at  least  as  full  of  risk  to  life  and  limb  as  is  the 
automobile  age.  In  the  palmy  days  of  packets  and  clippers  one  passenger 
out  of  every  900  who  left  British  ports  never  put  foot  on  land  again.  But  a 
serious  railroad  or  steamship  accident  soon  became  a very  rare  occurence, 
while  refrigeration,  water-tight  hulls,  improvements  in  rolling  stock  and 
better  facilities  for  handling  and  warehousing  goods  in  port  or  at  railroad 
depots  reduced  the  hazards  of  damage,  deterioration,  loss,  or  theft. 

The  fourth  result  was  a change  in  the  character  of  the  commodities  which 
loomed  large  in  commerce.  Though  the  ancient,  medieval,  and  early  modern 
worlds  did  some  trade  in  such  heavy  necessaries  and  raw  materials  as  grain, 
lumber,  fish,  salt,  and  wool,  especially  when  they  could  use  water  routes, 
long-distance  and  overland  traffic  was  chiefly  concerned  with  goods  that 
were  small  in  size  and  weight,  imperishable,  and  high  in  value.  In  the  nine- 
teenth century  heavy  bulky  or  perishable  goods  of  low  value  could  be 
taken  long  distances  at  low  cost.  Canada’s  lumber  could  be  sold  in  markets 
as  far  away  as  London  or  Melbourne;  her  wheat  could  be  taken  from  the 
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prairies  and  made  into  British  flour;  her  huge  rolls  of  newsprint  went  to 
Cape  Town  or  Auckland.  The  Englishman’s  larder  could  be  stocked  with 
apples  from  British  Columbia  or  Tasmania,  oranges  from  South  Africa  or 
Florida,  lamb  from  New  Zealand,  beef  from  Argentina  or  Queensland, 
canned  peaches  from  California,  butter  from  Canada  or  New  Zealand,  and 
eggs  from  as  far  away  as  China.  His  clothes  were  made  of  Australian  wool, 
his  shoes  of  leather  from  Argentine  hides,  his  bicycle  tyres  from  Malayan 
rubber.  World  trade  had  become  a trafiic  in  heavy  materials  for  industry, 
fertilizers  for  the  soil,  fuels,  food,  and  necessaries  for  the  whole  population, 
rather  than  in  luxuries  for  the  few. 

The  fifth  result  was  the  growth  in  importance  of  hitherto  neglected  or 
unknown  areas.  This  is  a large  part  of  the  story  of  New  World  development 
and  will  be  examined  when  we  turn  to  North  America  in  later  chapters.  So 
also  is  the  sixth  result,  the  increased  mobility  of  people.  Political  reforms 
liberated  the  population  of  European  countries  from  old  restraints  on  their 
personal  freedom.  Serfdom  was  abolished  in  one  country  after  another,  and 
the  ban  on  the  emigration  of  skilled  workers  was  removed.  Men  were  now 
legally  free  to  go  or  to  stay,  to  practise  whatever  occupation  they  chose 
wherever  they  wished  to  do  so. 

This  new  freedom  would  have  been  worthless  if  there  had  not  been  the 
railroad  and  the  ever-improving  cheap  shipping  services  to  take  people 
where  they  wished  to  go.  Many  of  them  went  only  from  country  to  town, 
from  rural  areas  such  as  eastern  Germany  to  the  industrializing  Rhineland, 
from  Ireland  to  Scotland  and  England.  But  distant  hills  looked  greenest  to 
many,  and  between  1815  and  1914  some  50,000,000  Europeans  sought 
homes  in  other  continents,  especially  in  the  Americas.  World  War  I stopped 
the  flow  and  peace  did  not  restore  it  in  more  than  a trickle.  The  countries 
which  had  needed  the  immigrants  could  now  provide  their  own  labour. 
They  had  no  more  free  or  cheap  land  to  offer.  So  they  imposed  such  restric- 
tions of  quality  or  quantity  that  crowded  emigrant  vessels  became  almost  as 
scarce  as  sailing  ships.  Europeans  therefore  had  to  stay  at  home  until  World 
War  II  violently  displaced  many  of  them. 
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1.  Capital  and  Credit 


The  Chven  factory,  New 
Lanark  (near  Glasgow). 


The  last  two  chapters  were  concerned  with  the  way  men  improved  or 
ehanged  their  equipment  and  methods  for  producing  and  transporting 
goods.  Equipment  and  methods  are  not,  however,  the  whole  story  or 
picture.  The  suceess  of  a business  enterprise,  whether  it  be  a small  family 
farm  or  a giant  steel  firm,  depends  on  solving  many  problems  which  are 
outside  the  field  of  the  inventor,  chemist,  or  engineer.  There  is  the  problem 
of  getting  an  adequate  supply  of  capital  or  credit  for  equipping  and  opera- 
ting the  business.  There  is  the  problem  of  securing,  organizing,  directing, 
and  paying  the  necessary  supply  of  labour.  Then  there  are  problems  of 
business  policy,  questions  of  what  to  make  and  how  much,  how  to  make  it, 
how  and  where  to  sell  it,  and  at  what  price.  These  questions  have  to  be 
answered  in  a world  where  conditions  do  not  remain  unchanged.  Prices  are 
usually  tending  to  go  up  or  go  down.  Prosperity  does  not  last  forever,  but 
gives  way  to  depression,  and  policies  which  seemed  good  when  the  sun  was 
shining  on  everybody  are  unsuitable  when  prices,  profits,  and  sales  eollapse; 
in  fact  those  policies  may  have  caused  the  eollapse.  Finally,  business 
operates  in  a world  which  may  be  influenced  for  good  or  ill  by  what  govern- 
ments are  doing  to  or  for  their  citizens  or  to  the  governments  and  eitizens 
of  other  countries.  Business  throughout  the  nineteenth  eentury  did  not  have 
to  face  the  problems  created  by  a world  war.  In  the  twentieth  century  it 
has  been  confronted  by  two  such  wars. 


Some  of  these  problems  of  organization  and  policy,  as  well  as  the  changing 
economic  or  political  circumstances  in  which  business  has  been  done  during 
the  last  two  centuries,  will  be  examined  in  this  chapter  and  the  next  two. 
The  Factory  System.  In  Chapter  6 we  saw  that  while  some  early  modern 
manufacturers  gathered  their  workmen  in,  many  of  them  put  the  material 
out.  The  new  power-driven  machines  increased  so  greatly  the 
The  advantages  of  the  former  method  that  by  1850  the  factory  sys- 

Business  was  becoming  the  standard  pattern  for  making  most  kinds 

Unit  goods.  Putting  out  petered  out  in  most  of  the  old  industries 

and  new  industries  were  usually  housed  in  factories  from  birth. 

The  factory  might  begin  on  a small  scale,  with  only  a few  thousand— even 
a few  hundred— dollars  sunk  in  plant  and  a dozen  or  score  of  workers.  It 
might  remain  small,  for  even  today  many  kinds  of  machinery  can  be  com- 
petently operated  in  small  establishments.  In  1939  about  70  per  cent  of  the 
manufacturing  firms  in  the  United  States  employed  not  more  than  20  persons 
apiece,  and  90  per  cent  had  not  more  than  100  names  on  their  pavroll.  The 
comparable  figures  for  Canadian  manufactures  were  80  and  95  per  cent 
In  many  of  the  great  staple  manufactures,  however,  efficiency  called  for 
production  on  a much  larger  scale,  with  employees  numbered  by  the 
hundreds  or  thousands,  with  well-developed  division  of  labour,  and  a con- 
siderable outlay  on  costly  equipment.  In  Canada  large  plants  dominate  the 
making  of  automobiles,  railroad  rolling  stock,  cotton  clotli,  metals,  pulp  and 
paper;  and  in  1939  there  was  nearly  $7,000  of  capital  invested  for  every 
wage-earner  employed  in  Canadian  manufactures. 

Manufacturing  thus  found  room  for  firms  of  all  sizes.  So  also  did  trade, 
with  its  range  from  the  little  family  neighbourhood  store  to  the  nation-wide 
chain  of  shops,  the  department  stores,  or  the  mail  order  houses.  In  trans- 
portation most  of  the  early  railroads  operated  only  a short  line,  but  these 
were  soon  swallowed  by  or  merged  into  larger  units.  At  sea  the  owner  of 
a single  ship  was  less  efficient  than  the  owner  of  a line  of  vessels.  The 
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revival  of  road  carriage  gave  opportunities  for  local  service  by  the  little 
fellow  with  one  truck,  but  large  firms  have  taken  over  most  of  the  long- 
distance business. 

Only  agriculture  escaped  the  trend  to  bigness.  Most  of  the  world’s 
farming  is  in  the  hands  of  peasants,  or  of  “family  farmers”  as  we  call  them 
in  North  America,  who  work  their  land  and  tend  their  livestock  without  the 
aid  of  much  (or  even  any)  hired  labour.  It  is  true  that  the  agricultural 
improvements  in  eighteenth  century  England  tended  to  pull  the  land  into 
the  hands  of  middle-sized  farmers  who  used  much  capital  and  employed 
perhaps  half  a dozen  labourers.  But  low  prices  for  farm  produce  during  the 
last  quarter  of  the  nineteenth  century  rendered  the  farmer  unable  to  afford 
much  hired  help,  and  since  then  English  farms  have  increasingly  become 
family  units.  In  a few  parts  of  Europe— eastern  Germany,  Hungary,  and 
Spain,  for  example— landlords  operated  large  estates  with  armies  of  cheap 
labour;  but  many  of  these  big  units  have  been  broken  up  by  war  and  revolu- 
tion during  the  present  century.  In  fact,  Soviet  Russia  is  almost  the  only 
home  of  large  farm  units,  because  communist  policy  has  forced  the  peasants 
to  merge  their  small  holdings  into  large  “collective”  farms  and  to  work  them 
as  members  of  a labour  gang. 

Most  of  the  early  factories  were  started  and  financed  as  one-man  firms, 
family  businesses,  or  partnerships.  It  was  no  easy  task  for  some  of  the  indus- 
trial pioneers  to  rake  together  sufficient  funds  for  building 
The  Capital  or  renting  a mill,  installing  machines  and  engine  or  water- 
Supply  wheel,  yet  have  enough  operating  capital  left  for  buying 

raw  material  and  fuel,  paying  wages  and  waiting  until 
goods  were  sold  and  paid  for.  The  family  purse  was  ransacked;  a partner 
with  a few  hundred  pounds  was  welcomed,  as  was  a wife  with  an  ample 
dowry;  money  was  borrowed  wherever  a lender  could  be  found;  and  profits 
were  “ploughed  back”  into  the  business.  Frequently  the  venture  ended  in 
failure  and  in  depressed  times  auctioneers  were  busy  selling  the  business  and 
household  effects  of  bankrupt  industrialists.  But  sometimes  success  was 
achieved,  and  from  small  beginnings  “self-made”  men  built  up  large  firms 
and  fortunes.  The  new  factory  system  was  like  a frontier,  a zone  of  oppor- 
tunity, risk,  hard  work,  faith,  fulfilment  and  failure. 
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Joint  Stock  Companies.  In  addition  to  developing  manufactures,  individuals 
or  family  firms  and  partnerships  ran  farms,  retail  stores,  wholesale  houses, 
many  shipping  lines  and  banks,  and  of  course  such  professions  as  law  and 
medicine.  But  certain  kinds  of  new  ventures,  such  as  canals  and  railroads, 
needed  more  capital  than  these  private  firms  could  raise;  and  others,  such 
as  mines  in  Mexico  or  Australia,  were  too  for  away  to  be  looked  after  by 
private  owners  stationed  in  Europe.  For  such  costly  or  distant  enterprises 
the  joint  stock  company  was  the  only  possible  kind  of  business  unit. 

As  we  saw  in  Chapter  6,  joint  stock  got  into  bad  repute  because  of  the 
fraudulent  companies  promoted  and  the  wild  speculation  during  the  South 
Sea  Bubble  of  1719-20.  A similar  outburst  of  speculation  in  1824-25  proved 
again  that  there  was  a close  connection  between  stocks,  speculation,  scoun- 
drels, and  simpletons.  It  was  still  impossible  for  a company  to  get  legal 
recognition  except  by  getting  a charter  or  a private  act  of  parliament.  The 
railroads  and  canals  secured  private  acts,  but  found  the  process  slow  and 
costly.  Yet,  in  spite  of  all  their  possible  abuses,  the  need  for  joint  stock 
companies  gradually  became  generally  admitted,  and  by  1840  certain  con- 
clusions could  not  be  escaped:  (1)  The  formation  of  a company  should  be 
simple  and  cheap.  (2)  The  investor  should  enjoy  limited  liability.  (3) 
Having  entrusted  his  money  to  directors,  the  stockholder  ought  to  be  able 
to  find  out  what  they  were  doing  with  it.  (4)  Those  who  sold  goods  on 
credit  to  a company  or  lent  it  money  ought  to  be  able  to  learn  the  character 
and  financial  position  of  their  debtor. 

Between  1840  and  1862  British  legislation  met  all  these  needs.  A com- 
pany could  now  be  formed  simply  by  registering  itself  with  a special 
government  official  and  filing  a statement  of  its  purpose,  financial  structure, 
and  directors.  It  must  then  publish  and  file  an  annual  financial  statement 
and  balance  sheet,  properly  audited.  Thus  it  took  the  state  and  the  public 
into  its  confidence;  the  state  in  return  authorized  it  to  put  the  word 
“Limited”  after  its  name  and  granted  its  stockholders  limited  liability. 
Those  who  considered  buying  its  stocks  could  judge  from  the  financial 
statement  what  sort  of  “securities”  it  was  offering,  and  after  they  had  bought 
them  they  could  watch  these  statements— or  go  to  the  stockholders’  annual 
meeting— to  see  what  the  directors  were  doing. 

Similar  laws  were  passed  in  most  countries  to  facilitate  the  formation  of 
companies— or  “corporations”  as  they  were  often  called  in  the  United  States. 
The  way  was  thus  cleared  for  collecting  capital  into  large  heaps,  and  enter- 
prises were  developed  which  could  not  have  been  undertaken  by  one  man 
of  a partnership.  Railroads,  banks,  the  heavy  industries,  and  such  new 
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industries  as  electricity  and  chemical  production  were  in  the  hands  of 
companies  from  the  start  or  soon  passed  into  them.  Joint  stock  was  in- 
valuable in  financing  enterprises  in  new  lands  which  had  no  capital  of  their 
own.  Railroads  and  ranches  in  the  Americas,  mines  in  South  Africa  and 
Australia,  rubber  plantations  in  Malaya,  and  public  utilities  in  every  con- 
tinent were  among  the  enterprises  run  by  the  3,000  companies  which  in 
1930  were  registered  in  London  but  operated  overseas. 

The  laws  could  not  prevent  joint  stock  from  being  abused,  and  in  boom 
days  many  companies  of  glittering  surface  but  shady  substance  or  poor 
prospects  were  promoted.  No  law  could  guarantee  that  honest  companies 
would  prosper,  or  that  people  who  speculated  in  stocks  in  their  desire  to  get 
rich  quickly  would  not  l)urn  their  fingers.  Of  the  British  companies  launched 
between  1856  and  1883  one  half  did  not  keep  afloat  for  ten  years,  and  seven- 
eights  of  them  had  been  sunk  or  beached  by  1929.  The  record  of  other 
countries  was  no  better.  The  joint  stock  company  did  not  eliminate  risk; 
it  only  limited  the  investor’s  risk  to  the  loss  of  the  capital  he  had  invested. 

Even  that  risk  was  too  great  for  some  timid  or  cautious  people.  They 
would  not  invest  in  common  stocks  which  might  pay  a high  dividend,  a 
small  one,  or  none  at  all;  but  they  might  be  willing  to  lend  money  to  the 
company  by  buying  its  bonds.  On  these  the  company  was  bound  to  pay  a 
fixed  rate  of  interest  and  to  repay  the  loan  at  a future  date.  If  it  failed  to 
do  so  the  bondholders  could  seize  the  propertv  and  sell  it  in  order  to  get 
back  something  of  what  was  owing  them.  This  was  a popular  way  of 
financing  part  of  the  cost  of  railroads;  more  than  a quarter  of  the  capital 
of  British  railroads  and  more  than  half  that  of  American  was  obtained  by 
selling  bonds. 

For  those  who  were  too  timid  to  buy  company  bonds  there  were  safer 
borrowers  in  the  market  offering  bonds  for  sale.  European  governments, 
and  still  more  those  of  the  New  World,  needed  vast  sums  for  constructing 
railroads,  making  roads  or  harbours,  erecting  public  buildings,  and  generally 
developing  their  territories.  Governments  did  not  go  bankrupt— or  at  least 
were  not  supposed  to  do  so— and  their  bonds  were  therefore  regarded  as 
“gilt-edged.”  If  their  country  was  not  well  developed  there  would  be  very 
little  capital  available  inside  it,  so  they  had  recourse  to  London  or  Paris, 
and  later  to  Berlin  and  New  York.  Consequently  the  export  of  capital 
by  companies  was  accompanied  by  a great  outflow  of  loans  to  govern- 
ments. Britain  did  most  of  this  dual  exporting  and  by  1914  her  people 
had  about  $20,000,000,000  invested  in  bonds  and  stocks  abroad.  France’s 
external  investments  were  worth  nearly  $9,000,000,000,  Germany’s  about 
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$6,000,000,000,  and  the  United  States,  formerly  a great  importer  of  capital, 
had  started  out  on  a career  which  was  to  make  her  the  leading  exporter  of 
funds  during  the  1920’s.  Prior  to  1914  government  defaults  on  bonds  were 
very  rare;  but  after  World  War  I,  then  during  the  Great  Depression  of 
1929-32,  the  gilt  was  rubbed  off  the  edge  of  many  government  securities. 

Finally,  some  people  did  not,  or  could  not,  save  enough  to  get  into  the 
investing  habit.  They  put  the  little  they  could  spare  into  insurance  or  into 
a savings  bank  or  building  society.  Yet  their  many  small  payments  or 
deposits  mounted  up  to  a large  sum  which  the  insurance  company  or  bank 
put  to  work  by  purchasing  bonds  or  lending  money  on  mortgage  to  farmers, 
builders,  or  home-buyers. 

In  spite  of  all  these  varied  methods  for  accumulating  private  or  company 
capital,  business  could  not  dispense  with  the  services  of  the  banker.  It  would 
not  be  far  wrong  to  say  that  the  capital  which  a firm  raised  was 
Modern  used  chiefly  for  equipping  the  enterprise,  but  that  bank  loans 
Banking  played  a large  part  in  running  it.  The  banker  therefore  con- 
tinued to  discharge  his  triple  task,  taking  care  of  deposits, 
transferring  money  from  person  to  person  at  home  or  abroad,  and  making 
loans  to  approved  clients. 

The  practice  of  depositing  money  in  a bank  and  of  drawing  cheques 
spread  slowly  from  large  firms  to  small  ones,  then  to  private  personal 
accounts.  In  1870  a small  British  manufacturer  might  still  pay  a debt  of 
£5  in  another  town  by  cutting  a Bank  of  England  note  in  half,  mailing  one 
piece  to  the  creditor  and  forwarding  the  other  when  he  heard  the  first  had 
arrived.  When  J.  M.  Barrie,  the  Scottish  novelist  and  plavwright  who  wrote 
Peter  Pan,  first  settled  in  London  in  1885  he  did  not  understand  the  nature 
of  the  cheques  sent  him  by  editors;  he  “just  put  them  in  a drawer  and  waited 
for  the  fellow  to  send  [him]  the  real  money.”  In  1936  the  author  of  this 
book  found  a book  store  in  Bruges  ( Belgium ) which  had  no  bank  account. 

People  could  not  use  banks  until  there  were  sufficient  of  them  within 
easy  reach,  and  would  not  use  them  until  they  felt  that  the  banks  were 
sound.  By  1914  these  two  conditions  prevailed  in  most  parts  of  the  western 
world— except  that  the  second  had  not  become  general  in  the  United  States. 
Consequently  more  than  99  per  cent  of  the  deposits  paid  into  British  banks 
in  1922  were  made  by  cheque.  Bills  of  exchange  or  bank  drafts  were  the 
common  medium  for  paying  debts  abroad. 

As  lenders  the  banks  made  two  kinds  of  loans.  The  first  was  to  a merchant 
or  manufacturer  who  wished  to  borrow  money  for  a short  period  until  the 
goods  he  had  sold  were  paid  for.  The  banker  liked  this  kind  of  loan  because 
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the  money  was  out  of  his  hands  for  only  a few  weeks.  The  second  type  was 
for  a longer  term.  It  was  made  to  a manufacturer  to  help  him  build  or 
equip  his  factory,  or  to  a company  which  needed  more  capital  than  it  could 
raise  by  selling  securities  and  which  persuaded  the  bank  to  lend  it  money, 
even  to  buy  some  of  its  bonds  or  stocks.  Such  loans  would  freeze  the 
banker’s  funds,  and  if  depositors  came  rushing  in  great  numbers  to  draw 
out  their  money  he  might  not  be  able  to  thaw  out  and  recall  his  loans  in 
order  to  meet  the  sudden  call  for  cash.  Hence  most  British  and  French 
bankers  preferred  to  confine  their  lending  to  short-term  commercial  lending. 
In  Germany,  and  to  some  extent  in  the  United  States,  banks  often  made 
long-term  loans  by  buying  the  bonds  of  industrial  firms,  mines,  and  railroads. 
Thus  we  can  distinguish  between  commercial  banking  and  industrial  or 
investment  banking. 

The  method  of  making  loans  by  giving  bank  notes  to  the  borrower  had 
its  dangers  in  the  early  nineteenth  century  as  in  earlier  times.  Bankers 
issued  more  notes  in  boom  times  than  they  could  honour  when  a crisis  or 
panic  came.  Governments  therefore  decided  that  the  right  to  issue  notes 
must  be  limited  and  regulated.  In  England  the  Bank  of  England  was  given 
(1844)  a monopoly  of  the  note  issue,  but  beyond  a certain  point  it  was 
required  to  add  £.5  to  its  gold  reserve  for  every  addition  of  £5  to  its  issue. 
Other  governments  followed  this  example  of  concentrating  note  issue  in  one 
central  bank;  and  all  of  them  in  one  way  or  another  insisted  that  the  number 
of  promises  to  pay  gold  on  demand  should  have  some  relation  to  the  amount 
of  gold  which  the  bank  had  in  hand. 

During  World  War  I this  cautious  rule  had  to  be  abandoned  by  govern- 
ments hungry  for  money  to  spend.  Notes  were  issued  which  were  not 
redeemable  in  gold  and  which  therefore  could  be  produced  as  long  as  the 
country  possessed  ink  and  paper.  After  the  war  ended  it  was  not  easy  to 
stop  the  printing  presses.  Those  in  Germany,  Austria,  Poland,  and  Russia 
worked  harder  than  ever,  until  eventually  their  notes  depreciated  so  much 
in  value  that  they  were  not  worth  the  cost  of  the  paper  in  them. 

Gradually  and  painfully  governments  returned  to  sanity  and  restraint 
after  1923.  Notes  once  more  were  given  a gold  backing,  the  quantity  of 
of  them  was  related  once  more  to  the  amount  of  gold  in  hand,  and  people 
who  wished  to  exchange  them  were  permitted  to  do  so  if  they  needed  the 
gold  for  making  some  payment  abroad.  But  the  depression  which  began  in 
1929  forced  most  paper  currencies  “off  gold”  again,  and  since  then  there 
have  been  few  places  in  the  world  in  which  a person  who  wants  gold  can 
get  it.  One  wonders  how  many  readers  of  this  book  have  handled,  or  even 
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seen,  a gold  coin. 

From  the  preceding  paragraphs  it  will  be  evident  that  the  nineteenth 
century  “worshipped  the  golden  calf.”  This  calf,  like  all  its  kind,  had  four 
legs.  ( 1 ) Gold  was  desired  and  used  for  rings,  jewellery,  and 
The  Gold  watch  chains,  for  hoarding,  and  increasingly  for  dental  work. 
Supply  About  half  the  gold  mined  during  the  last  hundred  years  has 
gone  to  such  uses.  (2)  Gold  was  used  for  coins  and  preferred 
to  silver  because  it  contained  greater  value  in  small  weight.  One  ounce  of 
gold  was  worth  about  $20  until  1934,  whereas  $20  in  silver  coins  would 
weigh  at  least  one  pound.  (3)  Gold  was  needed  for  bank  reserves  and  as 
backing  for  notes. 

(4)  Gold  could  be  freely  exported  to  buy  goods,  pay  debts,  or  make  an 
investment  or  loan.  International  transfers  of  money  were  mostly  made  by 
buying  and  sending  a bill  of  exchange  or  draft;  but  if  there  was  a great 
demand  for  bills  their  price  might  rise  so  high  that  it  was  at  least  as  cheap 
to  pack,  insure,  and  mail  gold.  After  1871  most  currencies  were  on  the 
gold  standard.  Each  country  fixed  the  weight  of  its  chief  coin  in  terms  of 
a certain  number  of  grains  of  gold.  It  was  therefore  easy  to  calculate  how 
many  gold  coins  of  one  country  were  equal  in  value  to  a certain  number 
of  gold  coins  in  another  land.  In  1913  a British  gold  sovereign  was  worth 
$4.87  in  New  York,  25.22  francs  in  Paris,  20.43  marks  in  Berlin,  and  so  on. 

Gold  could  render  these  four  services  because  several  rich  gold  discoveries 
substantially  increased  the  available  supply.  Gold  was  found  in  California 
in  1848  and  in  Australia  in  1851.  By  1875  these  fields  were  showing  signs 
of  exhaustion,  but  after  1885  improved  refining  methods  and  the  discovery 
of  deposits  in  South  Africa,  Alaska,  Western  Australia,  and  Ontario  sent 
production  up  to  record  figures.  South  Africa  was  by  far  the  richest  field, 
and  by  1930  had  yielded  $5,000,000,000  of  gold.  The  other  areas  helped, 
so  that  as  much  gold  was  mined  between  1900  and  1930  as  had  been  taken 
from  the  ground  in  the  four  centuries  since  1492. 

About  half  this  metal  was  added  to  the  world’s  currency  and  credit  equip- 
ment. The  stock  of  “monetary  gold”  resting  in  bank  vaults  or  circulating 
as  coin  rose  from  $2,000,000,000  in  1840  to  nearly  $9,000,000,000  in  1913. 
Mints  could  greatly  increase  the  supply  of  gold  coins  and  countries  could 
shift  their  currency  from  a silver  standard  or  from  a “bimetallic”  standard  of 
silver  and  gold  on  to  the  gold  standard.  The  banks  of  issue  could  increase 
the  quantity  of  notes  in  circulation.  Commercial  banks  could  expand  their 
loans  as  their  reserves  of  bullion,  coin,  and  notes  mounted;  and  as  they  were 
no  longer  permitted  to  lend  by  handing  out  their  own  notes  they  lent  by 
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allowing  the  borrower  to  draw  cheques  up  to  the  amount  of  the  loan. 

In  these  various  ways  the  expansion  of  the  gold  supply  increased  the 
spending  power  of  the  people;  but  if  the  supply  of  goods  did  not  rise  in 
proportion  prices  were  likely  to  rise.  Periods  of  rapidly  increasing  gold 
output,  such  as  those  after  1848  and  1896,  were  times  of  rising  prices;  but 
when  gold  production  fell  off,  as  it  did  after  1870,  prices  fell.  This  was  not 
the  only  factor  influencing  price  movements.  Others,  such  as  the  raising 
or  lowering  of  the  cost  of  producing  and  transporting  goods,  played  their 
part;  yet  the  relation  between  gold  production  and  price  movements  was 
close. 

Until  1914  monetary  gold  served  chiefly  as  a bank  reserve,  a basis  for 
notes,  and  a coin  metal.  It  was  not  greatly  used  for  making  international 
payments  except  by  countries  which  produced  and  exported  it  to  buy  what 
they  required.  When  countries  returned  to  the  gold  standard  in  the  1920’s 
they  did  not  restore  the  use  of  gold  coins,  because  that  seemed  a wasteful 
practice  and  people  had  become  accustomed  to  paper  money.  But  gold 
became  much  more  important  for  international  payments,  for  at  least  three 
important  reasons. 

( 1 ) Large  new  payments  of  interest  had  to  be  made,  especially  on  money 
lent  by  the  United  States  to  her  allies  and  to  other  countries  after  1918. 
(2)  Some  countries,  such  as  Germany  and  Great  Britain,  were  not  able  to 
regain  all  the  foreign  markets  they  had  lost  during  the  war,  and  therefore 
could  not  sell  sufficient  goods  or  services  abroad  to  pay  for  all  the  things 
they  had  to  import  or  all  the  debts  they  owed.  (3)  Some  people,  afraid 
that  their  money  would  be  reduced  in  value  by  depreciation  of  their 
country’s  currency,  sent  it  abroad  to  find  a refuge.  There  were  not  enough 
bills  of  exchange  available  to  meet  the  demands  of  those  who  wished,  or 
were  obliged,  to  send  money  abroad.  Therefore  gold  had  to  be  sent.  It 
flowed  out  of  some  lands  and  piled  up  in  great  heaps  in  France  and  the 
United  States.  By  1929  Paris  had  one-sixth  and  New  York  two-fifths  of  the 
world’s  monetary  gold.  The  supply  in  every  other  important  commercial 
capital  had  stood  still  or  declined,  and  the  banks  were  therefore  hard 
pressed  to  meet  their  clients’  needs  for  loans. 

This  flow  of  gold  continued  after  the  crash  of  1929,  until  in  1931  Austria, 
Germany,  Britain,  and  many  other  countries  were  so  short  of  gold  that  they 
had  to  forbid  the  export  of  anv  more.  In  1933  the  United  States  did  like- 
wise, although  it  was  l)ulging  with  precious  metal.  It  also  ordered  all  gold 
in  private  hands  to  be  handed  over  to  the  Treasury,  then  reduced  the  gold 
content  of  the  dollar  l)v  aliout  40  per  cent,  so  than  an  ounce  of  gold,  once 
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worth  $20,  was  now  worth  $35. 

This  drastic  step  was  taken  in  the  fond  hope  of  raising  prices,  especially 
those  of  farm  produce,  thereby  making  farming  profitable  once  more.  It 
failed  to  do  this;  but  it  did  something  else.  By  raising  the  price  of  gold  it 
made  gold  mining  much  more  profitable,  and  production  jumped  66  per 
cent  within  six  years. 

The  new  metal,  like  the  old,  flowed  chiefly  to  the  United  States  in  “a 
gold  avalanche”  to  pay  for  goods,  to  buy  securities,  or  to  find  refuge  from 
the  storm  that  was  blowing  up  over  Europe.  In  1939  two-thirds  of  the 
world’s  swollen  gold  supply  was  in  the  United  States.  The  amount  increased 
further  during  the  early  days  of  World  War  II,  as  Britain  and  France  sent 
gold  to  help  pay  in  cash  for  munitions;  and  it  grew  still  more  after  the  war 
ended  as  people  used  it  to  buy  what  they  needed  from  the  United  States. 
But  in  the  United  States  it  could  not  be  assigned  to  its  old  jobs.  It  was  not 
needed  for  coins,  since  they  were  no  longer  in  circulation.  It  need  not  be 
exported  to  pay  for  imports,  because  other  exported  goods  did  that  amply. 
Not  much  of  it  was  used  for  jewellery  or  teeth,  and  as  people  could  not 
get  it  they  could  not  hoard  it.  If  it  was  used  fully  as  basis  for  bank  loans, 
the  borrowing  and  spending  power  of  the  American  people  would  be  so 
vastly  expanded  that  a mighty  boom  would  be  caused,  followed  by  a terrible 
collapse.  The  government  therefore  buried  it  in  a massive  concrete  vault 
at  Fort  Knox,  Kentucky,  out  of  sight,  out  of  use. 

The  United  States  thus  was  forced  by  its  over-supply  of  gold  to  start 
“managing”  and  controlling  the  supply  of  credit  through  its  central  bank 
working  in  cooperation  with  the  Treasury.  Most  other  countries  were  forced 
by  lack  of  gold  to  do  the  same  sort  of  thing.  Gold  therefore  became  little 
more  than  a useful  internationally  acceptable  commodity  for  paving  debts 
or  buying  goods  abroad,  especially  goods  that  were  sold  for  dollars.  The 
golden  calf  might  still  be  worshipped;  but  it  now  had  only  one  strong  leg. 

SUPPLEMENTARY  READING 

Heaton,  Economic  History  of  Europe,  chaps.  23-24.  See  list  of  books  at  end  of  each 
chapter.  Also  consult  any  available  textbook  for  treatment  of  capital,  banking,  and 
money. 
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II.  Markets 


The  growth  of  the  world’s  population 
since  1650  (most  of  the  figures  are 
estimates  until  at  least  1800). 


Courtesy  Economic  Research  Department, 
Chamber  of  Commerce  of  the  United  States. 
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Hand  in  hand  with  the  increase  in  the  volume  of  modern  production  went 
an  expansion  in  the  quantity  of  goods  sold.  There  was  a steady  growth  in 
the  number  of  customers  as  the  world’s  population  rose  from  900,000,000 
in  1800  to  1,800,000,000  in  1914  and  about  2,400,000,000  in  1950.  Not  by 
any  means  all  these  people  were  substantial  buyers.  Many  of  the  billion 
or  more  inhabitants  of  Asia  were  villagers  who  produced  little  for  sale 
and  hence  could  not  buy  much,  especially  from  abroad;  China’s  imports 
amounted  to  only  $1  a head  in  1914.  In  Europe,  the  Americas,  and  Austral- 
asia people  were  more  commercially-minded  whether  as  producers  or  con- 
sumers. They  congregated  increasingly  in  towns,  and  the  townsman  buys 
virtually  all  that  he  consumes.  They  were  more  exposed  than  the  Asiatics 
to  temptation  to  want  new  kinds  of  goods— comforts  and  luxuries  as  well  as 
necessaries— and  as  their  standard  of  living  rose  they  could  afford  them. 
Hence  the  growth  of  this  “Greater  European”  two-fifths  of  the  world’s 
population  meant  a quickening  and  enlarging  of  the  volume  of  trade. 

The  most  obvious  features  of  that  trade  are  the  stores  lining  our  streets 
and  the  display  (or  sound)  of  inescapable  advertisements.  In  1930  there 
was  one  retail  store  for  every  eighty  persons  in  the  United  States,  Canada, 
Britain,  Germany,  and  Italy.  Behind  this  display  of  “retail  outlets”  is  a 
complicated  mechanism  of  wholesale  trading,  warehouses,  cold  storage 
plants,  grain  elevators,  offices,  and  the  equipment  of  transportation  and 
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communication.  Consequently  we  find  that  10  to  16  per  cent  of  the  “gain- 
fully employed”  in  western  countries  are  occupied  in  trade,  with  another 
6 to  10  per  cent  in  transportation.  A fifth  to  a quarter  of  the  working 
population  is  thus  engaged  in  transferring  goods  from  one  place  to  another 
or  from  one  owner  to  another. 

The  basic  problem  of  modern  marketing  is  how  to  get  the  vastly  increased 
quantity  of  products  to  the  consumer.  Few  of  them  could  now  go  straight 
to  him  from  the  producer.  The  old  direct  contacts  had  gradually  weakened, 
then  most  of  them  broke.  For  instance,  as  late  as  1900  a dairy  farmer  might 
make  a daily  round  of  some  parts  of  a near-by  town,  ladling  milk  out  of  a 
big  can  into  housewives’  bowls  or  jugs.  A cattle-raiser  might  drive  one  or 
two  beasts  each  week  to  market  and  sell  them  to  a butcher  who  slaughtered, 
cut  up,  and  sold  them  in  his  store.  These  methods  have  disappeared  during 
the  present  century.  Pasteurization,  the  cheap  glass  bottle,  and  the  need 
for  obtaining  milk  from  remote  farms  to  meet  city  needs  changed  the 
character  of  the  milkman’s  work,  just  as  the  growth  of  refrigeration  and 
packing  plants  changed  that  of  the  butcher.  The  trade  in  farm  perishables 
passed  into  the  hands  of  the  middleman;  that  in  grain  and  wool  had  done 
so  long  before. 

Industrial  Marketing.  The  retail  craftsman  passed  out  of  the  picture  as 
much  as  did  the  retail  farmer  when  the  goods  he  made  became  factory 
products.  The  putting-out  system  also  disappeared  as  a method  of  supply- 
ing the  merchant  with  the  goods  he  needed.  Now  the  question  was  “How 
would  the  factory  owner  sell  his  wares?”  He  had  three  choices.  (1)  He 
might  sell  them  to  the  merchant,  if  the  latter  would  buy.  In  that  case  he 
got  paid  for  them  fairly  quickly,  while  the  merchant  shouldered  the  risk  of 
loss  if  prices  went  down  before  they  were  re-sold— and  of  course  the  chance 
of  good  profit  if  prices  rose.  ( 2 ) He  might  ask  a merchant  to  sell  them  for 
him  on  commission,  thus  retaining  the  risk  and  the  chance,  and  having  to 
wait  longer  for  his  money. 
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( 3 ) Some  of  the  new  industrialists  were  too  ambitious  to  be  satisfied  with 
such  policies.  They  felt  that  the  merchant  made  too  much  profit  or  charged 
too  much  commission.  Many  makers  of  cloth,  pottery,  hardware,  knitwear, 
and  other  articles  therefore  determined  to  become  their  own  merchants. 
They  set  up  warehouses  in  which  to  display  their  wares;  sent  travelling 
salesmen  round  the  country  or  continent  in  search  of  customers;  and  some 
of  them  stationed  a partner  or  agent  in  some  strategic  overseas  market.  In 
later  decades  some  manufacturers  went  further;  instead  of  selling  their 
wares  to  retailers  they  set  up  their  own  retail  stores  in  the  larger  towns  and 
thus  re-established  the  old  direct  contact  between  producer  and  consumer. 

Some  finished  products  of  one  manufacturer  were  the  raw  material  of 
another.  In  the  early  stages  of  the  Industrial  Revolution,  as  well  as  later, 
most  firms  tended  to  specialize  on  one  product  or  to  carry  material  through 
one  process.  Tanners  sold  leather  and  did  not  make  it  into  shoes.  Cotton 
spinners  did  not  weave,  but  sold  their  yarn  to  weaving  firms.  Iron  ore 
mining  firms  sold  ore  to  blast  furnace  owners,  who  sold  pig  iron  to  steel- 
makers, who  sold  raw  steel  to  the  people  who  -made  it  into  plates,  girders, 
wire,  etc.,  and  the  plate-makers  sold  their  wares  to  boiler-makers  or  ship- 
builders. 

The  firm  engaged  in  one  process  might  feel  it  was  having  to  pay  too 
much  for  what  it  bought  and  not  getting  enough  for  what  it  sold.  Some 
firms  therefore  began  moving  forward  and  backward  along  the  line.  A 
Sheffield  steel-maker  set  out  to  acquire  his  own  ore  deposits,  coal  mines, 
and  limestone  quarries,  made  his  own  pig  iron,  converted  it  into  steel,  and 
meanwhile  gained  control  over  plants  which  used  steel  to  make  shells, 
cannon,  and  ships.  By  1910  he  could  boast  that  he  was  able  to  build  the 
largest  battleship  or  ocean  liner  without  going  outside  to  buy  any  steel 
parts.  In  similar  manner  newspaper  proprietors  became  owners  of  paper 
mills,  clothes-makers  absorbed  textile  mills  and  clothing  stores,  while  auto- 
mobile builders  acquired  firms  which  had  formerly  sold  them  bodies, 
springs,  engines,  and  electrical  parts.  By  such  a process,  which  we  call 
integration  or  vertical  combination,  the  firm  reduced  its  dependence  on 
others,  eliminated  some  purchases  and  profits  thereon,  and  could  hope  to 
reap  a richer  surer  reward. 

Commodity  Markets.  The  marketing  of  manufactured  goods  was  a process 
with  many  varied  patterns,  depending  in  part  on  the  nature  of  the  product. 
A maker  of  cars  or  pianos  might  not  use  the  same  method  as  did  the  maker 
of  cotton  sheets,  candies,  or  cosmetics.  When,  however,  we  turn  to  the 
trade  in  the  staple  foodstuffs  and  raw  materials— grains,  cotton,  coffee  and 
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some  others— we  find  the  transactions  conform  to  a common  design.  The 
producers  are  many,  often  small-scale,  and  scattered  over  large  areas,  per- 
haps in  many  continents.  They  harvest  their  crop  in  a short  space  of  time 
once  a year.  They  must  sell  it  at  once,  because  they  need  the  money  and 
also  because  they  cannot  afford  to  provide  adequate  storage  room.  Some 
one,  the  dealer,  must  buy  the  crop,  be  able  to  put  his  hands  on  the  cash 
needed  to  pay  the  farmer,  and  provide  the  storage  space  in  which  to  house 
his  purchase  till  he  sells  it  and  until  the  purchaser  wishes  to  take  delivery. 
The  processors  and  manufacturers  who  mill  the  grain,  use  the  barley  for 
making  beer,  or  turn  the  cotton  into  cloth  may  operate  far  away  across  a 
continent  or  an  ocean.  Hence  there  is  a big  transportation  task,  that  of 
moving  large  quantities  of  relatively  cheap  materials  over  long  distances. 
Further,  these  processors  and  manufactures  have  to  make  sure  of  getting 
their  supplies  throughout  the  year  and  they  need  to  know  what  the  cost 
will  be  during  the  months  ahead,  so  that  they  can  quote  prices  and  enter 
into  contracts  with  the  buyers  of  flour  or  cloth. 

All  these  considerations  influenced  the  growth  of  an  elaborate  marketing 
system.  To  pay  the  farmer,  banks  lent  large  sums  to  those  who  bought  his 
produce,  and  bank  loans  therefore  increased  greatly  after  harvest  to  finance 
this  “moving  of  the  crops.”  Transportation,  storage,  and  selling  were  simpli- 
fied by  the  fact  that  the  commodities  could  be  graded  into  a few  classes  or 
qualities,  such  as  No.  1 Northern,  No.  2 Northern  and  so  on  in  the  case  of 
wheat,  or  Good,  Good  Fair,  Fair,  Middling,  and  Inferior  in  the  case  of 
cotton.  Produce  might  actually  be  a little  above  grade  if  it  was  grown  from 
superior  seed,  contained  a higher  than  specified  protein  content,  or  possessed 
some  other  virtue;  or  it  might  be  below  grade  for  the  opposite  reasons  and 
because  it  was  wet  or  had  too  much  weed  or  dirt  in  it.  The  extent  of  the 
variation  could  be  discovered  by  examining  a sample  of  it.  Gonsequently 


Here  the  grain-grower 
delivered  his  product  and 
received  payment  for  it. 


Courtesy  Houghton  Mifflin  Company. 
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a dealer  with  wheat  to  sell  need  not  bring  it  all  into  the  market.  Instead  he 
announced  that  he  had  a certain  number  of  bushels  or  car-loads  of  a certain 
grade  for  sale  and  produced  samples  for  inspection.  Grading  also  simplified 
storage  and  transportation,  since  a box-car,  elevator,  or  ship  could  be  filled 
with  produce  of  the  same  grade,  regardless  of  who  produced  or  owned  it. 

The  sale  of  staple  commodities  gradually  centred  in  highly  organized 
exchanges.  Liverpool,  Chicago,  Minneapolis,  Kansas  City  and  Winnipeg 
became  the  chief  grain  exchanges;  Liverpool,  Manchester,  New  York,  and 
New  Orleans  the  most  important  cotton  markets.  Thanks  to  the  telegraph, 
telephone,  and  ocean  cable,  these  places  operated  as  one,  and  the  price  of  a 
commodity  was  the  same  in  each  of  them,  allowing  for  differences  in  the 
cost  of  transportation.  There  was  in  effect  a world  price  in  a world  market. 

That  price  fluctuated,  usually  in  fractions  as  small  as  one-eighth  of  a 
cent,  in  accord  with  the  way  buyers  and  sellers  viewed  the  relationship 
between  supply  and  demand.  This  relationship  had  two  aspects,  present 
and  future.  The  first  was  the  day-to-day  situation.  Something  might  raise 
or  lower  the  supply  on  hand,  or  increase  or  reduce  the  orders  that  had  to 
be  filled  at  once.  These  influences  would  reflect  themselves  in  the  price  of 
spot  cash  sales  for  immediate  delivery.  The  second  would  be  based  on  the 
future  outlook.  Would  a boom  burst  or  a depression  lift  in  the  months 
ahead,  would  a war  end  or  a new  one  come,  to  change  the  size  of  the 
demand?  On  the  supply  side,  the  statistics  might  show  that  farmers  had 
greatly  increased  their  planted  acreage  because  prices  were  satisfactory  and 
the  weather  was  being  kind.  Or  the  news  might  be  that  the  Red  River 
Valley  was  under  spring  fioods,  that  Saskatchewan  had  been  hit  by  hail  in 
June  or  frost  in  early  August,  that  the  boll  weevil  was  unusually  active  in 
Texas  cotton  fields,  and  that  consequently  there  would  be  less  wheat  or 
cotton  forthcoming.  This  outlook  would  affect  the  futures  price,  the  figure 
agreed  on  by  a purchaser  today  for  goods  which  are  to  be  delivered  to 
him  at  some  specified  future  date. 

On  one  thing  everybody  could  be  sure : prices  would  not  stay  unchanged. 
This  truism  was  of  vital  import  to  the  trader  pure  and  simple,  who  tried  to 
make  his  living  by  buying  a commodity  and  selling  it  at  a higher  price.  He 
was  the  speculator,  much  condemned  in  times  when  prices  were  moving 
quickly  as  the  arch-enemy  of  society.  The  label  comes  from  a Latin  word 
speculum,  which  means  a watch-tower.  If  from  that,  tower  he  could  read 
aright  all  the  signs  of  impending  change  and  learn  all  the  factors  that  were 
going  to  influence  supply,  demand,  and  price,  he  might  be  successful.  If, 
for  example,  he  concluded  that  the  price  of  grain  was  going  to  fall  twenty 
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cents  a bushel  during  the  next  three  months  he  might  sell  some  for  delivery 
three  months  hence  at  the  futures  price  of  say  $1.50.  If  his  forecast  proved 
correct,  he  would  be  able  at  the  end  of  three  months  to  purchase  for  $1.30 
the  grain  he  had  to  deliver,  and  so  make  his  profit.  If  he  had  misread  the 
signs  and  prices  had  risen,  he  would  lose  on  the  deal.  He  took  the  risk  of 
loss  as  well  as  the  chance  of  profit.  When  he  was  attacked  as  a useless  or 
harmful  person,  he  would  retort  that  by  buying  when  demand  and  prices 
were  low  he  helped  to  put  them  up  a bit;  that  by  selling  when  they  were 
high  he  helped  to  lower  them  somewhat;  and  that  he  thereby  played  a part 
in  preventing  price  fluctuations  which  were  inevitable  from  being  as  violent 
as  might  otherwise  have  been  the  case. 

Price  fluctuations  might  be  a boon  to  the  speculator,  but  they  were  a 
nuisance  to  those  who  bought  commodities  in  order  to  process  or  manu- 
facture them.  These  men  had  to  plan  their  production  well  ahead,  to  quote 
prices  to  potential  customers,  and  to  sign  contracts  for  the  sale  of  goods 
for  which  the  raw  material  might  not  yet  have  been  bought.  If  they  laid 
in  at  today’s  cash  price  a sufficient  stock  to  last  some  months,  then  saw  the 
market  price  fall  during  that  period,  their  unused  stocks  would  decline  in 
value,  their  customers  might  demand  lower  prices  for  finished  goods,  and 
competition  would  be  keen  from  rivals  who  were  using  the  cheaper  raw 
materials.  If  on  the  other  hand  they  decided  to  buy  their  material  from 
hand  to  mouth  month  by  month,  they  would  benefit  if  its  price  went  down 
but  be  hurt  if  it  went  up. 

To  insure  themselves  against  such  uncertainties  they  practised  what  is 
called  hedging.  Hedging  is  too  complicated  to  explain  here,  so  we  must  be 
content  to  say  that  it  is  a mixture  of  buying  and  selling  in  which  gains  and 
losses  cancel  one  another  out.  The  important  result  is  that  no  matter  which 
way  prices  go  the  processor  and  manufacturer  are  insured  against  loss  on 
the  purchase  of  their  raw  material. 

Retailing.  While  grading  simplified  the  wholesale  marketing  of  staple 
commodities,  retail  trading  was  simplified  by  the  coming  of  branded  pack- 
aged goods.  During  most  of  the  nineteenth  century  the  grocer’s  shop  was 
filled  with  barrels,  bins,  boxes,  sacks,  bottles  and  other  containers  from 
which  the  flour,  tea,  sugar,  cofiee,  vinegar,  butter,  and  other  things  bought 
in  bulk  were  taken,  weighed,  and  wrapped  up,  bagged,  or  bottled  in  the 
amounts  required  by  the  customer.  The  butcher’s  shop  was  bedecked  with 
carcases  of  beasts  and  festooned  with  strings  of  sausages  made  on  the 
premises.  The  growth  of  meat  packing  firms,  of  food  and  soap  manu- 
facturers, and  the  expanding  advertisement  of  their  products  changed  much 
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An  Early  Meat  Packing  Plant.  Courtesy  Houghton  Mifflin  Company. 

of  this.  As  consumers  got  into  the  habit  of  demanding  “nationally  known” 
brands  the  storekeeper’s  job  beeame  that  of  selling  the  paekages  of  goods 
he  had  reeeived  from  factory  or  wholesaler.  The  coming  of  the  “self- 
serviee”  basket  on  wheels  redueed  his  function  further  to  that  of  keeping 
the  open  shelves  replenished  with  goods  and  of  collecting  the  money  for 
the  things  purchasers  had  assembled  for  themselves. 

This  transformation  of  the  store  was  only  one  of  many  changes  in  retailing 
methods.  In  large  eities  the  independent  shop,  run  by  a private  trader  and 
selling  only  one  kind  of  goods,  faeed  eompetition  from  the  department  store, 
large  enough  to  sell  many  kinds  of  articles  in  different  departments  under 
one  roof  and  one  management.  Paris  seems  to  have  had  the  first  one  ( 1852) , 
and  its  name  Bon  Marehe  {i.e.,  cheap),  suggests  that  the  proprietor  pro- 
fessed to  pass  on  reduced  costs  of  distribution  to  his  customers  in  lower 
prices.  As  purehasers  found  it  a convenience  to  be  able  to  work  through 
a varied  shopping  list  without  having  to  trail  from  shop  to  shop,  the  depart- 
ment store  made  a plaee  for  itself  in  all  large  eommunities.  In  1930  it  was 
handling  about  one-seventh  of  all  Canadian  retail  sales  and  a far  larger 
fraetion  in  the  ease  of  dry  goods,  “notions,”  and  furniture. 

The  second  new  development  was  the  spread  of  the  chain  store,  whieh 
was  so  rapid  and  far-reaching  during  the  present  eentury  that  many  a Main 
Street  ought  to  be  re-ehristened  Chain  Street.  Some  ehains  were  organized 
as  such  from  the  start.  Their  aim  was  to  buy  mass-produced  goods  in 
great  bulk,  thereby  getting  them  more  cheaply,  and  to  sell  them,  in  stores 
located  in  many  towns,  more  cheaply  than  did  shops  whieh  operated  on  a 
smaller  seale.  Others  grew  when  a storekeeper  who  had  made  a sueeess  of 
one  shop  deeided  to  open  a second,  then  a third,  then  more.  Thomas  Lipton, 
son  of  a Glasgow  grocer,  opened  his  first  store  in  1871;  by  1900  he  had 
250,  and  eventually  the  firm  had  500,  all  supplied  from  its  own  warehouses 
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and  factories  in  Britain  and  from  its  tea,  cocoa  and  coffee  plantations  over- 
seas. Chain  stores  sold  only  one  line  of  goods— groceries,  clothes,  shoes,  or 
tobaeco;  or  they  specialized  for  a long  time  in  miscellaneous  small  articles 
which  could  be  sold  at  such  standard  prices  as  a penny,  nickel,  or  dime. 
In  1930  they  did  nearly  a fifth  of  the  retail  trade  of  Canada. 

The  mail  order  house  could  not  come  into  being  until  a fairly  good  rural 
mail  service  was  available.  By  that  time  settlers  were  spreading  far  and 
wide  over  inland  North  America.  They  bought  most  of  the  things  they 
needed  at  the  small-town  general  store  and  patronized  the  peddler  when 
he  brought  round  his  tinware,  haberdashery,  patent  medicines,  etc.  But 
they  began  to  notice  advertisements  in  the  popular  magazines  or  farm 
journals,  telling  of  novelties,  books,  pictures,  and  eventually  of  a wider 
range  of  goods  that  could  be  ordered  by  mail  and  would  be  delivered  by 
the  railroad  express  or  through  the  mail.  In  1872  Montgomery  Ward  opened 
its  mail  order  house  in  Chicago,  and  soon  its  catalogue  was  in  countless 
rural  homes,  serving  as  a guide  and  stimulus  to  buying  as  well  as  a check 
on  prices  charged  by  local  dealers.  When  Sears,  Roebuck,  founded  in  1886 
to  sell  watches  by  mail,  widened  its  oflerings,  the  two  catalogues  could  be 
used  to  check  one  another. 

In  Canada  the  needs  of  the  newly-settled  prairies  as  well  as  of  the  older 
rural  districts  were  catered  for  by  mail  order  firms.  The  first  catalogue  of 
the  T.  Eaton  Company  was  a thirty-two  page  booklet  distributed  among 
visitors  to  the  Toronto  Exhibition  in  1884.  The  Robert  Simpson  Company 
began  its  mail  order  business  in  1911.  When  shopping  facilities  improved 
in  small  towns,  then  when  the  automobile  gave  country-dwellers  easier 
access  to  towns  and  good  stores— where  they  could  see  goods  before  buying 
them— purchase  by  mail  declined.  The  mail  order  houses  were  therefore 
compelled  to  establish  their  own  chain  of  department  stores  in  towns  of 
medium  size  ai  ’ ‘ 


A London 
Department  Store 
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In  all  centuries  and  countries  customers  have  accused  sellers  of  being 
greedy  and  covetous,  of  fraud  and  deceit,  and  of  making  extortionate  profits. 

Producers,  especially  small  ones,  have  grumbled  at  the 
Cooperation  men  who  buy  their  goods  or  sell  them  on  their  behalf,  and 
at  the  banker’s  charges,  the  manufacturer’s  prices,  or  the 
transporter’s  freight  rates.  This  is  normal  human  behaviour,  because  we 
tend  to  desire  as  much  as  possible  for  as  little  as  possible  in  return.  Yet 
even  the  dispassionate  student  becomes  somewhat  concerned  when  he  learns 
that  in  the  1930’s  only  about  40  per  cent  of  the  retail  price  of  an  article  sold 
in  the  United  States  represented  the  cost  of  making  it,  while  60  per  cent 
was  spent  on  moving  and  marketing  it. 

The  discontented  have  made  many  efforts  to  strengthen  their  position  as 
buyers  or  sellers,  or  both.  The  first  was  made  by  British  wage-earners  over 
a century  ago.  Their  scanty  earnings  did  not  go  far  when  turned  into  food 
or  clothing.  The  cause  seemed  to  be  that  prices  had  to  be  high  in  order  to 
provide  profit  for  the  producer  and  the  middleman.  The  cure  was  clear:  if 
consumers  joined  hands,  pooled  their  savings  in  a capital  fund,  opened  their 
own  store,  then  built  factories  and  acquired  farms,  profits  would  be  wiped 
out,  for  you  cannot  make  a profit  out  of  yourself. 

This  consumers’  cooperation  began  in  earnest  when  in  1844  twenty-eight 
flannel  weavers  at  Rochdale  in  Lancashire  subscribed  £- 1 apiece  to  provide 
capital  for  their  tiny  Rochdale  Equitable  Pioneers’  Society.  They  opened  a 
one-room  shop  in  a back  lane,  sold  to  themselves  at  market  prices,  and  paid 
members  a fixed  rate  of  interest  on  their  capital.  The  money  that  remained, 
when  all  expenses  and  interest  had  been  paid,  went  back  to  the  pocket 
from  which  it  had  come,  as  a “dividend”  or  refund  in  proportion  to  the 
amount  of  goods  the  member  had  bought.  This  “divvy”  might  amount  to 
as  much  as  15  per  cent  of  what  the  customer  had  spent. 


Co-operative  Societies 
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The  First  Co-operative  Store 
in  Rochdale. 
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Rochdale’s  example  was  widely  copied  and  societies  were  soon  at  work  in 
most  of  the  industrial  towns  or  villages  of  northern  Britain.  In  1863  they 
joined  hands  to  form  the  Cooperative  Wholesale  Society.  It  bought  and 
imported  in  bulk  the  goods  they  retailed,  then  went  on  to  undertake  manu- 
facturing, insurance,  and  banking.  To  all  these  enterprises  the  same  methods 
were  applied:  the  retail  societies  supplied  the  capital  at  a fixed  rate,  and 
received  back  any  surplus  which  the  wholesale  society  had  on  its  sales  to 
them.  By  1949  over  10,000,000  persons  were  enrolled  in  the  British  “co-ops”. 
At  least  half  the  population  obtained  many  of  its  necessaries,  comforts,  and 
luxuries  from  them.  Cooperation  took  deep  root  in  other  parts  of  Europe 
and  since  1930  has  made  some  progress  in  North  America,  where  one  of  its 
chief  activities  has  been  the  distribution  of  gasoline. 

The  second  effort  to  influence  buying  and  selling  through  cooperation  was 
made  by  peasant  farmers.  These  men  had  three  special  problems.  ( 1 ) Each 
farmer  bought  seed,  feed,  fertilizer,  etc.  in  small  quantities  and  borrowed 
money  in  small  sums;  he  therefore  had  to  pay  retail  prices  and  the  interest 
rate  on  small  loans  was  higher  than  on  large  ones.  (2)  Each  processed  his 
produce  on  a small  scale  and  could  not  afford  machinery  for  making  butter. 
( 3 ) Each  sent  small  quantities  of  goods  to  market,  and  had  to  rely  on  agents 
who  might  charge  high  fees  or  take  little  pains  to  secure  him  a good  price. 
If,  however,  small  farmers  cooperated,  they  could  buy  in  bulk  more  cheaply; 
they  could  set  up  a bank  and  get  loans  at  a lower  rate;  they  could  build  their 
own  processing  plants  and  employ  their  own  men  to  sell  the  product.  Thus 
they  would  reduce  expenses  as  buyers,  borrowers,  processors,  and  sellers, 
and  receive  a greater  net  income. 

Agricultural  cooperation  of  this  kind  began  in  Germany  with  a village  bank 
in  1862  and  in  Denmark  with  a dairy  in  1882.  Societies  soon  appeared,  to 
cure  bacon,  collect  and  pack  eggs,  export  and  sell  produce,  and  rent  or  buy 
land.  In  Germany  there  were  36,000  cooperative  banks  in  1930;  Denmark, 
Ireland,  New  Zealand,  and  every  other  land  of  small  farmers  had  countless 
societies  at  work;  the  movement  had  found  a foothold  in  India  and  Japan, 
and  become  strong  among  dairy  farmers,  grain-growers,  and  fruit-growers 
in  North  America. 

The  third  effort  to  strengthen  the  position  of  buyers  or  sellers  was  by 
restricting  or  eliminating  competition  between  rival  producers  or  traders.  It 
sprang  from  the  recognition  that  the  enemy,  the  cause  of 
all  the  trouble,  was  not  the  person  on  the  other  side  of  the 
counter,  but  was  one’s  own  competitors,  and  that  it  might 
be  more  profitable  to  join  with  them  than  to  fight  them. 
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This  view  was  in  marked  contrast  to  those  which  prevailed  in  the  first  half 
or  three-quarters  of  the  nineteenth  century.  In  those  days  competition  was 
said  to  be  the  law  of  life,  the  life  of  trade,  and  the  spur  to  progress.  If  men 
were  free  to  undertake  whatever  enterprise  they  wished  ( except  such  activi- 
ties as  arson  or  robbery)  and  were  free  to  conduct  it  as  they  saw  best- 
subject  to  a few  legal  restraints  on  obviously  deceitful  practices— competition 
between  rivals  would  lead  to  improvements  in  the  methods  of  production 
and  sale,  and  hence  to  lower  prices.  He  who  served  the  community  best 
would  profit  most,  only  the  efficient  would  survive,  and  the  devil  (or  the 
bankruptcy  court ) would  take  the  hindmost. 

The  period  practised  something  of  what  it  preached.  Governments  abol- 
ished most  surviving  monopolies,  swept  away  what  was  left  of  the  guilds, 
reduced  tariffs,  and  relaxed  or  repealed  navigation  laws.  Meanwhile  im- 
proved transportation  widened  the  area  over  which  rivals  could  compete. 
New  industries,  methods,  products,  and  regions  competed  with  old  ones,  and 
in  turn  faced  an  invasion  by  still  newer  challengers.  If  a producer  caught 
the  popular  taste  with  a new  cloth,  a line  of  cheap  books,  or  some  other 
innovation,  imitators  were  soon  hot  on  his  trail,  trimming  down  his  initial 
profits  and  perhaps  glutting  the  market.  In  the  labour  market  there  was 
competition  for  jobs,  and  while  the  demand  for  skilled  workers  usually  ex- 
ceeded the  supply  in  good  times  the  position  was  reversed  when  lean  days 
came.  For  unskilled  workers  the  demand  rarely  outran  the  supply. 

Experience  proved  abundantly  that  though  free  competition  might  have 
the  beneficial  effects  claimed  for  it,  it  was  often  wasteful  in  method  and 
destructive  in  results.  It  was  wasteful  when  high  profits  attracted  too  many 
competitors  into  a field,  each  with  buildings,  equipment,  and  staff  working 
at  less  than  full  capacity.  It  led  to  unfair  and  unscrupulous  practices,  for  it 
was  waged,  not  as  a game  with  rules  and  gloves,  but  as  a war  in  which  one 
must  kill  or  be  killed;  and  the  war  frequently  proved  costly  and  crippling  to 
the  victors. 
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Labour  Unions.  Throughout  the  last  half,  and  still  more  the  last  quarter  of 
the  nineteenth  century  diverse  attempts  were  made  to  limit  the  destructive 
effects  of  competition  or  to  eliminate  it  altogether.  Wage-earners  were  the 
first  to  make  the  attempt,  and  the  labour  unions  (or  trade  unions)  they 
built  up  after  1850  were  based  on  the  principle  that  competitors  for  jobs 
should  not  sell  their  labour  at  less  than  a certain  minimum  price.  The  aim 
was  to  secure  a standard  rate  of  wages  for  all  workers  doing  the  same  kind 
of  task;  a standard  length  of  working  day;  and  standard  working  conditions. 

The  first  steps  were  a drive  to  build  up  union  membership,  then  an 
attempt  to  persuade  or  force  an  employer  (or  all  employers  in  the  same 
industry ) to  “recognize”  the  union  as  the  bargaining  agency  for  its  members 
and  to  agree  to  “collective  bargaining”  with  it.  There  were  usually  bitter 
struggles,  including  strikes  and  lock-outs,  before  recognition  was  gained. 
Even  then,  the  course  of  collective  bargaining  did  not  always  run  smoothly. 
Failure  to  reach  peaceful  agreement  provoked  a resort  to  force  by  one  side 
or  the  other.  But  the  failures  became  less  numerous  than  the  successes,  as 
strong  unions  of  wage-earners  and  counter-balancing  associations  of  employ- 
ers worked  out  ways  for  settling  disputes,  sometimes  by  discussion  around 
a table,  occasionally  by  submitting  the  issue  to  an  arbitrator. 

By  1900  trade  unionism  had  made  considerable  progress  in  western 
Europe,  especially  in  Great  Britain,  and  in  Australia.  In  North  America  its 
progress  had  been  slower,  but  the  pace  quickened  when  the  continent 
became  more  fully  industrialized  during  the  twentieth  century.  Alongside 
the  old  unions,  which  had  mobilized  only  such  skilled  workers  as  machinists, 
printers,  miners,  railroad  men,  and  builders,  new  unions  sprang  up  to 
organize  semi-skilled  and  unskilled  workers,  as  well  as  those  who  were  em- 
ployed in  stores  or  offices,  thus  including  women  as  well  as  men.  Govern- 
ments which  formerly  had  been  hostile  to  unionism  became  tolerant  or 
favourably  disposed,  and  in  some  countries,  such  as  Sweden,  Ganada,  and 
the  United  States,  they  made  collective  bargaining  virtually  compulsory. 
Gonsequently  the  movement  gained  greatly  in  strength.  While  its  main 
reliance  was  on  collective  bargaining  it  became  increasingly  interested  in 
politics  and  sought  to  influence  legislation  affecting  labour.  Unionism  did 
not  eliminate  competition  from  the  labour  market.  The  good  workman  still 
had  a better  chance  of  getting  and  keeping  a job,  as  well  as  of  gaining 
promotion,  than  did  the  less  efficient  fellow.  But  it  had  “taken  wages  out 
of  competition,”  secured  a standard  price  for  labour,  and  released  the  em- 
ployer from  the  fear  that  his  rivals  would  be  able  to  undercut  him  by  paying 
lower  rates  than  he  did. 
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Manufacturers,  traders,  and  transporters  did  not  welcome  the  appearance 
of  labour  unionism,  yet  they  adopted  some  of  its  aims  and  methods  for 
coping  with  their  own  brands  of  competition.  They  were  driven  to  do  so 
by  severe  depression  after  1873,  by  a fall  in  the  level  of  prices  and  profits, 
and  by  the  urgent  need  for  checking  cut-throat  competition  between  firms 
which  had  multiplied  greatly  in  number  during  the  boom  years  1850-73. 
At  one  time  railroad  rate-cutting  was  so  fierce  between  Chicago  and  Kansas 
City  that  the  lines  were  carrying  passengers  nearly  500  miles  for  25  cents. 
On  the  Australian  coast  a shipping  company  tried  to  defeat  its  rivals  by 
offering  to  carry  patrons  a two  days’  journey  free  if  they  provided  their  own 
food  and  bed-clothes.  Rivals  therefore  eame  to  feel  that  price  and  rate  wars 
must  cease.  Perhaps  cooperation  was  a better  law  of  trade.  Once  that 
admission  had  been  made,  joint  action  was  possible  along  three  lines. 

(1)  Agreements.  Competitors  agreed  to  certain  restrictions  on  their  free- 
dom of  action.  A minimum  price  was  imposed  on  all  sellers;  or  a maximum 
output  was  allotted  to  each  producer,  so  that  the  market  would  not  be 
glutted;  or  the  market  was  divided  into  zones  and  each  firm  was  given  a 
monopoly  of  one  of  them.  Such  agreements  were  made  sooner  or  later  for 
almost  every  kind  of  trade  or  service  on  both  sides  of  the  Atlantic.  Banks 
agreed  to  charge  uniform  fees,  railroads  and  most  shipping  eompanies 
adopted  common  freight  and  passenger  rates,  barbers  fixed  a price  for  hair- 
euts.  British  and  American  tobacco  firms  divided  the  world’s  smokers 
between  them,  makers  of  armaments  shared  out  the  smaller  customers  for 
battleships  or  big  guns.  International  agreements  controlled  the  trade  in 
aluminium,  light  bulbs,  chemicals,  nickel,  and  a hundred  other  commodities. 
After  World  War  I so  many  local,  national,  and  international  agreements 
were  reaehed  that  it  became  hard  to  find  a mineral,  manufactured  article,  or 
serviee  that  was  not  being  sold  under  restrictions  imposed  by  some  associa- 
tion, pool,  alliance,  conference,  institute,  syndicate,  or  kartell  (as  the  Ger- 
mans called  them)— the  word  has  been  Anglicized  as  “cartel.” 

(2)  Centralized  Selling.  Experience  quickly  revealed  the  weaknesses  of 
such  agreements.  It  was  not  always  easy  to  bring  all  the  rivals  into  the  fold. 
Then  it  was  hard  to  get  them  to  keep  their  word  or  to  be  sure  that  they 
were  keeping  it.  Detection  of  offenders  was  a difficult  task.  Finally,  it  was 
expensive  to  bring  offenders  to  justice,  and  even  impossible  to  do  so  in  such 
countries  as  Britain  and  the  United  States,  where  the  law  did  not  reeognize 
agreements  as  binding  if  they  were  “in  restraint  of  trade.”  (German  law 
did  recognize  them).  If  the  producers  could  not  be  trusted  to  sell  their 
goods  according  to  the  terms  of  the  compact,  the  best  remedy  was  to  take 
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the  selling  out  of  their  hands  and  put  it  in  those  of  some  central  office. 

Central  selling  bureaux  were  first  and  most  successfully  established  in 
Germany.  The  most  famous  one  was  set  up  in  1893  at  Essen  by  the  West- 
phalian Coal  Kartell  because  previous  agreements  had  been  flagrantly 
broken.  Its  task  was  to  allot  a maximum  annual  output  to  each  firm,  then  to 
sell  the  product  of  170  mines  owned  by  the  members  of  the  kartell.  It  was 
able  to  reduce  competition  almost  to  vanishing  point  in  the  Essen  region, 
and  to  get  better  prices;  but  farther  afield  it  faced  the  rivalry  of  Belgian, 
British,  and  other  German  mines,  and  sold  coal  there  for  whatever  price  it 
could  obtain. 

(3)  Amalgamations,  Mergers,  Holding  Companies.  The  cartel  with  central- 
ized sales  machinery  made  little  headway  outside  Germany.  In  the  United 
States,  and  to  some  extent  in  Britain,  competition  was  killed  by  combining 
the  competitors.  Sometimes  one  aggressive  firm  swallowed  the  others  up  by 
buying  them  out;  at  other  times  the  union  took  place  by  amalgamation;  at 
others  a new  type  of  company— the  holding  corporation— was  set  up  to  buy 
at  least  51  per  cent  of  the  stock,  and  thereby  to  control  the  policies  of  the 
“subsidiary”  companies  in  their  producing  and  selling.  No  matter  what  the 
method,  the  result  was  the  same.  Competition  disappeared  so  far  as  the 
members  of  the  combination  were  concerned.  There  was  also  the  prospect 
that  the  larger  scale  of  operation  might  allow  the  firm  to  become  more 
efficient. 

Though  amalgamations  were  most  noteworthy  in  the  United  States  ( See 
Chapter  XIII ) they  took  place  in  all  countries.  In  England  the  number  of 
banks  declined,  through  failures,  purchase,  and  mergers,  from  400  in  1844 
to  16  in  the  1920’s.  By  that  time  90  per  cent  of  the  deposits  were  in  five 
banks,  which  worked  together  in  close  accord.  A Glasgow  thread  firm,  J. 
P.  Coats,  gradually  built  up  a virtual  monopoly  of  the  world’s  production  of 
sewing  cotton,  and  an  English  soap  firm.  Lever  Brothers,  became  maker  of 
most  of  the  world’s  soap  and  margarine.  In  1934  the  two  leading  British 
transatlantic  lines  combined  in  the  Cunard-White  Star.  German  steel,  elec- 
trical, and  chemical  industries  carried  absorption  and  amalgamation  almost 
to  the  point  of  a national  monopoly,  then  entered  into  kartell  agreements 
with  their  counterparts  in  other  lands.  The  world’s  gasoline  and  oil  trade 
has  long  been  done  by  a handful  of  British,  Dutch,  and  American  concerns 
with  hundreds  of  subsidiaries. 

Large  sections  of  production  and  trade  are  thus  in  relatively  few  hands. 
Complete  monopoly  is  rare.  It  is  limited  to  such  public  utilities  as  street 
cars,  the  telegraph  (except  in  Canada),  the  telephone,  and  the  supply  of 


electricity,  which  are  either  publicly  owned  or  are  subject  to  public  regula- 
tion of  the  prices  they  charge.  In  addition  a few  products,  such  as  the  local 
newspaper  supply  in  some  towns,  come  all  from  one  firm.  A few  fields  of 
enterprise  are  tilled  by  only  two  firms— for  example,  the  Canadian  railroad 
system— in  which  case  we  have  what  economists  call  a duopoly.  Others  are 
in  the  hands  of  three,  four,  or  five  large  firms,  or  of  what  is  called  an  oligo- 
poly (control  by  a few).  Oligopolies  supply  us  with  automobiles,  cigarettes, 
gasoline,  meat,  electrical  equipment,  breakfast  cereals,  and— well,  see  how 
much  longer  you  can  make  this  list. 

The  only  field  where  competition  looks  at  all  like  the  picture  that  was 
painted  a century  ago  is  agriculture,  and  even  there  many  limitations  have 
been  attempted  during  the  twentieth  century.  Millions  of  farmers,  scattered 
over  many  continents,  produce  small  quantities  of  goods  for  markets  which 
may  be  far  away.  Each  used  to  decide  for  himself  what  he  would  do;  each 
was  likely  to  increase  his  output  when  prices  were  high  but  was  loath  to 
reduce  it  when  they  fell.  Manufacturers  met  falling  prices  by  reducing  or 
stopping  production;  the  farmer  went  on  as  before  or  even  more  so  than 
before,  since  it  seemed  a pity  to  let  the  land  lie  idle. 

Until  1920  farmers  did  little  as  a group  to  combat  low  prices,  beyond 
trying  experiments  in  cooperation,  and  government  aid  was  limited  mostly 
to  raising  the  tariff  on  imported  foodstuffs.  World  War  I rushed  prices  of 
farm  produce  up  to  two  or  three  times  their  former  level,  but  peace  soon 
tossed  them  much  of  the  way  back.  They  recovered  somewhat  during  the 
late  ’twenties,  then  plunged  in  1929-32  to  new  depths  from  which  they  had 
crawled  slowly  and  not  very  far  by  1939.  The  need  to  “do  something”  to 
lift  prices  and  farm  incomes  was  therefore  an  almost  constant  worry  between 
1920  and  1939  to  producers  and  governments  alike;  but  it  was  the  latter 
who  took  drastic  action. 

The  most  popular  method  was  to  restrict  the  quantity  of  goods  produced 
or  put  on  the  market.  The  Brazilian  government  bought  part  of  the  coffee 
crop;  but  when  this  caused  a slight  rise  in  the  price  level  the  growers  pro- 
duced more  than  ever.  In  1922,  when  slack  demand  had  pushed  rubber 
prices  very  low,  the  British  government  restricted  the  exports  of  rubber 
from  Ceylon  and  Malaya  by  making  the  amount  that  could  be  shipped  vary 
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with  the  price.  Demand  soon  rose;  so  did  the  price;  and  so  also  did  the 
output  of  the  Dutch  East  Indian  planters,  who  were  not  participants  in  the 
control  scheme.  The  plan  had  to  be  abandoned  (1928),  the  expanded  out- 
put glutted  the  market,  pushed  prices  lower  than  ever,  and  drove  the  Dutch 
to  join  the  British  in  devising  a better  plan.  Sugar  was  the  subject  of  an 
international  plan  to  restrict  acreage,  restrain  output,  and  limit  exports 
during  the  ’thirties.  In  Britain  during  that  decade  attempts  were  made  to 
reduce  or  regulate  imports,  restrain  domestic  output,  guarantee  a minimum 
price,  and  generally  help  the  farmer  to  get  a better  income.  In  the  United 
States  the  New  Deal  in  1933  and  later  years  tried  to  push  prices  up  by 
devaluing  the  dollar  and  by  paying  farmers  to  reduce  their  output.  How 
Canadian  grain-growers  built  up  a centralized  selling  bureau  and  how  the 
government  took  over  its  work  we  shall  see  in  Chapter  XVI. 

Thus  the  state  in  virtually  every  country  tried  to  help  by  regulation, 
restraint,  and  subsidy,  an  occupation  that  seemed  unable  to  help  itself.  The 
results  were  not  very  good.  There  were  too  many  producers  to  be  regulated 
effectively  inside  the  plans;  there  were  too  many  outside  them,  ready  to 
increase  production  if  prices  improved;  and  the  weather  is  a law  unto  itself. 
The  chief  result  was  that  governments  got  deeply  involved  in  agricultural 
affairs.  When  World  War  II  came  they  got  in  still  deeper,  directing  produc- 
tion, urging  or  ordering  farmers  to  cut  down  one  line  of  production  and 
expand  another,  guaranteeing  minimum  prices  or  giving  subsidies,  buying 
supplies  at  agreed  or  agreeable  prices.  When  the  war  ended,  some  of  these 
emergency  policies,  born  of  depression  and  of  war,  were  continued.  Farm- 
ing had,  in  large  measure,  joined  the  other  forms  of  enterprise  in  the  retreat 
from  free  competition  in  a free  market. 
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111.  International  Trade 


In  the  last  chapter  we  examined  marketing  in  general.  Now  we  must  look 
at  one  special  aspect  of  it— that  which  is  done  between  buyers  and  sellers 
who  live  on  different  sides  of  a political  boundary.  This  external  trade  is 
condueted  for  the  same  reason  as  is  internal  trade,  to  earn  income.  Men 
engage  in  it  because  they  ean  sell  to  foreigners,  or  buy  from  them,  to  better 
advantage  than  at  home;  or  beeause  they  eannot  get  what  they  want  from 
produeers  at  home;  or  beeause  if  they  sell  both  abroad  and  at  home  they 
can  produce  on  a larger  seale  and  more  effieiently.  It  differs  from  domestic 
trade  in  only  two  important  respects:  ( 1 ) Since  buyer  and  seller  live  under 
different  curreney  systems,  there  is  a foreign  exehange  transfer  involved  in 
order  to  pay  the  seller  in  the  eurreney  of  his  own  land.  (2)  Governments 
have  always  been  more  interested  in  eontrolling,  restrieting,  and  taxing 
external  trade  than  internal;  hence  their  polieies  may  have  a benefieial  or 
disturbing,  even  destruetive,  effect  on  the  flow  of  goods  across  national 
boundaries  and  on  the  men  who  do  the  business. 

The  story  of  international  trade  during  the  past  150  years  is  told  in  part 
by  the  following  table: 


Value  of 

World 

Trade. 


1820 

2 

billion  dollars 

1900 

20 

” ” 

1913 

40 

1929 

69 

” ” 

1933 

24 

1938 

28 

old  dollars 

1938 

47 

devalued  dollars 

1948 

54 
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and  Business  Cycles 


Between  1820  and  1913  the  value  of  goods  that  crossed  frontiers  rose 
twentyfold,  and  the  volume  more  than  that.  During  that  period  the  world’s 
population  probably  doubled,  so  the  value  of  goods  exported  and  imported 
for  every  man,  woman,  and  child  in  the  world  went  up  at  least  tenfold. 
This  long  expansion  was  checked  and  partly  undone  by  World  War  I,  and 
recovery  did  not  raise  the  volume  of  1929  much  above  that  of  1913.  True, 
the  value  was  considerably  greater,  but  this  was  mostly  due  to  the  higher 
price  level. 

The  second  half  of  the  table  tells  a very  different  tale.  The  depression  ot 
1929-32  cut  the  volume  down  one-third  and  the  value  by  two-thirds  because 
prices  fell  heavily.  From  that  double  blow  world  trade  had  made  only  a 
partial  recovery  when  World  War  II  threw  it  all  awry  again.  It  was  still 
struggling  to  get  back  to  normal,  or  to  find  a new  normal,  at  the  middle  of 
the  century. 

The  Nature  of  the  Trade.  Europe  was  responsible  for  most  of  the  expansion 
during  the  nineteenth  century.  The  goods  passing  between  European  coun- 
tries or  between  them  and  other  continents  comprised  two-thirds  of  the 
total  trade  in  1913.  Great  Britain  led  the  field,  and  in  1913  did  about  a 
sixth  of  all  the  traffic.  Germany  advanced  rapidly  after  1870  and  in  1913 
handled  an  eighth  of  the  trade,  while  the  United  States  accounted  for  a 
tenth.  During  and  after  World  War  I the  United  States  and  Japan  gained 
a larger  share  of  the  traffic.  By  1939  most  of  the  world’s  trade  was  done  by 
the  United  States,  Britain,  Germany,  France,  Japan,  and  Ganada.  War 
crossed  Germany  and  Japan  temporarily  off  the  list  and  raised  Ganada  to 
third  place. 
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Until  1914  about  a third  of  the  goods  carried  from  one  country  to  another 
were  foodstuffs,  another  third  raw  materials,  and  the  remainder  were  manu- 
factured goods.  The  first  two  classes  included  a fifth  of  the  world’s  wheat 
crop,  the  produce  from  at  least  a sixth  of  the  farm  lands  of  the  United  States, 
nearly  all  the  butter  of  Denmark,  New  Zealand,  and  Ireland,  four-fifths  of 
Australia’s  wool  clip,  and  virtually  the  whole  output  of  Canadian  nickel. 
South  African  gold,  and  Malayan  rubber  and  tin.  The  economy  of  whole 
regions  or  even  countries  rested  on  this  production  and  export  of  a few 
staple  foods,  raw  materials,  or  minerals.  How  dependent  Canada  is  we  shall 
see  later. 

The  manufactured  exports  went  to  primary  producing  countries  in 
exchange  for  food  and  raw  materials.  But  they  also  went  to  other  manu- 
facturing countries,  to  be  exchanged  for  the  industrial  specialties  of  those 
lands.  In  the  nineteenth  century,  as  in  others,  no  industrial  nation  was  best 
in  everything  or  made  all  that  its  people  needed.  Germany,  Britain,  France, 
and  the  United  States  each  bought  manufactured  articles  from  the  others. 
Some  manufacturing  regions  or  countries  depended  greatly  on  foreign 
buyers,  e.g.,  Swiss  watch-makers,  Irish  linen  manufacturers,  or  Canadian 
paper-makers.  In  the  extreme  case  of  Britain,  a third  of  the  country’s  manu- 
factured output  was  shipped  abroad.  But  international  trade  in  industrial 
products  proved  vulnerable.  Former  customers  might  determine  to  make 
the  wares  for  themselves,  especially  if  war  cut  oS  an  old  source  of  supply 
or  if  depression  strengthened  the  clamour  for  tariff  protection.  These  goods 
therefore  have  become  a relatively  less  important  ingredient  in  world  trade. 
By  1939  the  fraction  had  dropped  to  one-tenth. 

Factors  of  Growth.  The  expansion  of  international  trade  during  the  nine- 
tenth  century  was  helped  by  three  factors : ( 1 ) the  improvements  in  trans- 
portation; (2)  the  flow  of  people  and  capital  to  the  New  World  and  the 
consequent  increase  in  production  there;  and  (3)  a more  liberal  attitude  on 
the  part  of  governments. 

Of  the  first  factor  enough  was  said  in  Chapter  VIII,  and  only  two  illus- 
trations need  be  added.  Within  fifteen  years  of  the  first  successful  carriage 
of  frozen  meat  from  Australia  it  was  possible  to  kill,  freeze,  and  convey  New 
Zealand  lamb  to  London  for  four  cents  a pound.  In  the  1870’s  it  cost  33 
cents  to  move  a bushel  of  wheat  from  Chicago  to  Liverpool,  but  in  1902 
only  8V2  cents. 

The  second  factor  had  three  aspects.  In  the  first  place  the  50,000,000 
Europeans  who  emigrated  between  1815  and  1914  needed  all  kinds  of  manu- 
factured goods  in  their  new  homes  and  must  import  them  until  local 
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industries  developed.  In  the  second  place,  the  lands  to  which  they  went  had 
to  import  vast  sums  of  capital— probably  at  least  $30,000,000,000— for  the 
exploitation  of  their  resources.  This  capital  went  out  in  the  form  of  goods, 
thus  adding  to  Europe’s  export  figures.  The  interest  or  profit  on  it  was 
received  in  food  and  raw  materials,  thus  adding  to  Europe’s  imports.  In  the 
third  place,  the  mounting  output  of  staple  produce  gave  the  New  World  a 
surplus  after  its  interest  and  profit  payments  had  been  made;  this  surplus 
could  be  exported  to  buy  more  imports. 

The  Balance  of  Payments.  International  trade,  like  every  other  kind,  is 
really  barter.  In  it  “exports  pay  for  imports,”  or,  if  you  prefer,  “imports  pay 
for  exports.”  Yet  the  trade  statistics  do  not  seem  to  bear  out  this  assertion. 
Year  after  year  they  record  for  every  country  a difference— sometimes  very 
great— between  the  value  of  its  imports  and  its  exports.  For  example, 
Canada  in  1913  received  $3  of  goods  for  every  $2  that  she  sent  out.  The 
United  States  exported  almost  $12  of  cargoes  for  every  $9  that  came  in. 
Britain— like  Germany,  France,  and  Holland— was  swamped  by  an  excess  of 
imports.  Her  exports  in  1913  v/ere  valued  at  $2,900,000,000,  her  imports 


How  the  balance  of  payments 
works  between  two  nations.  A 
complete  picture  would  have  to 
show  dealings  between  each 
nation  and  all  the  others. 
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at  $3,600,000,000.  The  “balance  of  trade”  in  commodities  was  therefore 
$700,000,000  against  her.  Did  this  mean  that  she  was  running  heavily  into 
debt  by  not  paying  for  what  she  bought?  Or  was  she  the  recipient  of  large- 
scale  charity,  or  of  such  tribute  as  the  Romans  used  to  levy  on  their  subject 
peoples?  Or  was  she  perfidiously  fleecing  foreigners? 

The  explanation  was  that  the  goods  she  received  had  been  sent  to  pay 
for  those  she  exported;  also  for  certain  invisible  British  exports.  These 
“invisibles”  included  the  interest  or  dividends  on  $20,000,000,000  of  capital 
invested  abroad;  the  shipping  services  rendered  to  outsiders  by  the  British 
merchant  marine;  banking,  commercial,  or  insurance  services  rendered  to 
overseas  clients— practically  every  big  piece  of  private  property  in  the  world 
was  insured  at  Lloyd’s  in  London;  and  service  to  tourists,  such  as  transporta- 
tion, bed  and  board,  and  goods  bought.  In  1913  the  total  visible  and  in- 
visible exports  were  large  enough  to  pay  for  all  the  visible  imports,  yet  leave 
$900,000,000  in  hand  on  the  total  international  balance  sheet  of  payments. 
Britain  could  have  spent  that  surplus  to  import  $20  more  of  foodstuffs  for 
every  man,  woman,  and  child  in  the  country.  Instead  she  left  it  overseas, 
added  it  to  her  investments  out  there,  and  thereby  increased  the  income 
she  would  be  entitled  to  receive  in  years  ahead. 

Canada  in  1913  imported  over  $200,000,000  more  than  she  exported  be- 
cause she  was  importing  capital,  which  came  in  the  form  of  goods.  The 
United  States,  on  the  other  hand,  was  no  longer  a great  capital  importer; 
but  she  had  to  send  a lot  of  interest  and  profit  to  foreign  owners  of  her 
securities;  she  used  European  ships  to  carry  almost  all  her  overseas  trade 
and  her  tourists;  and  she  was  beginning  to  invest  money  abroad.  Conse- 
quently her  $440,000,000  surplus  of  commodity  exports  paid  what  she  owed 
as  a debtor  nation,  as  a patron  of  foreign  vessels,  as  a large  insurer  at 
Lloyd’s,  and  as  inveterate  globe-trotter;  but  some  of  them  were  dollars  being 
sent  away  from  home  to  work. 

Commercial  Policies.  The  third  factor  influencing  the  growth  of  interna- 
tional trade  was  the  attitude  of  governments  toward  the  traffic.  During  the 
latter  part  of  the  eighteenth  century  the  mercantilist  controls,  protections, 
and  prohibitions  were  increasingly  attacked  on  the  ground  that  they  had 
failed,  were  harmful,  or  were  unnecessary.  In  France  men  pleaded  for 
Laissez  faire—het  men  do  what  they  wish.  State-made  laws  were  not 
needed,  since  there  were  natural  economic  laws  which  could  control  men’s 
actions  for  the  general  good,  just  as  there  were  natural  astronomical  laws 
which  controlled  the  movement  of  the  stars  and  prevented  them  from 
crashing  into  one  another.  In  Scotland  Adam  Smith,  in  his  Wealth  of 
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Nations  ( 1776 ) said  much  the  same  kind  of  thing,  though  he  talked  rather 
of  an  “invisible  hand”  which  would  guide  self-interested  men  to  do  things 
that  were  good  for  society  at  large.  He  raked  the  mercantilist  policies  with 
deadly  criticism.  He  suggested  that  the  wealth  of  nations  could  best  be 
served  by  allowing  each  individual  or  area  to  produce  the  goods  for  which 
he  or  it  was  best  fitted  and  to  exchange  them  freely  for  the  special  products 
of  others. 

Smith’s  ideas  were  persuasively  presented,  his  arguments  sound.  They 
convinced  some  statesmen  that  policies  needed  to  be  changed;  and  they 
coincided  with  the  interests  of  a growing  number  of  British  manufacturers. 
These  men  were  becoming  so  efficient  with  their  new  machinery  and 
methods  that  they  had  nothing  to  fear  from  foreign  rivals.  Their  potential 
output  was  greater  than  the  home  market  could  absorb,  so  they  were  eager 
to  get  into  foreign  markets— which  were  as  highly  protected  as  their  own. 
They  hoped  that  if  Britain  set  the  fashion  by  reducing  its  tariffs,  other 
eountries  might  follow  suit;  or  if  she  offered  to  negotiate  treaties  for  mutual 
reduction  of  tariffs,  there  might  be  some  response— from  France,  for 
example.  France  actually  did  respond  and  a treaty  was  signed  in  1786. 

Unfortunately  for  such  hopes,  the  French  Revolutionary  and  Napoleonic 
wars  forced  countries  to  raise  their  tariffs  and  every  other  kind  of  tax,*^  in 
order  to  get  more  revenue,  then  to  lift  them  still  higher  when  peace  came, 
bringing  a serious  slump  in  trade  and  prices.  By  1815  there  were  1,500  items 
on  the  British  tariff  list,  and  the  Corn  Laws  were  amended  in  that  year  to 
keep  foreign  wheat  out  of  the  country  until  the  price  reached  famine  height 


★An  Englishman  described  the  British  tax  system  as  follows:  “Taxes  upon  every 
article  which  enters  the  mouth,  or  covers  the  back,  or  is  placed  under  the  foot;  taxes 
upon  everything  which  it  is  pleasant  to  see,  hear,  feel,  smell,  or  taste;  taxes  upon  warmth, 
light  and  locomotion;  taxes  on  everything  on  earth  and  the  waters  under  the  earth,  on 
everything  that  comes  from  abroad  or  is  grown  at  home;  . . . taxes  on  the  sauce  which 
pampers  man’s  appetite  and  the  drug  which  restores  him  to  health,  on  the  ermine 
which  decorates  the  judge  and  the  rope  which  hangs  the  criminal,  on  the  poor  man’s 
salt  and  the  rich  man’s  spice,  on  the  brass  nails  of  the  coffin  and  the  ribbons  of  the 
bride  — at  bed  or  board  . . . we  must  pay.  The  schoolboy  whips  his  taxed  top;  the 
beardless  youth  manages  his  taxed  horse,  with  a taxed  bridle,  on  a taxed  road;  and  the 
dying  Englishman,  pouring  his  medicine,  which  has  paid  7 per  cent,  into  a spoon  that 
has  paid  15  per  cent,  flings  himself  back  upon  his  chintz  bed,  which  has  paid  22  per 
cent,  and  expires  in  the  arms  of  an  apothecary  who  has  paid  a licence  of  £100  for  the 
privilege  of  putting  him  to  death.  . . . His  whole  property  is  then  immediately  taxed 
from  2 per  cent  to  10  per  cent.  His  virtues  are  handed  down  to  posterity  on  taxed 
marble,  and  he  is  then  gathered  to  his  fathers  — to  be  taxed  no  more.” 
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at  $2.50  a bushel.  In  such  circumstances  manufacturers  could  not  be  sur- 
prised when  other  countries  raised  their  tariff  walls,  and  when  one  of  the 
best  customers,  the  United  States,  began  to  do  likewise  in  1816. 

The  Free  Trade  Era.  After  thinking  in  terms  of  war  for  twenty-three  years 
Britain  took  a little  time  to  begin  thinking  in  terms  of  peace;  but  between 
1825  and  1860  the  whole  protectionist  system  was  demolished  piece  by 
piece.  The  Navigation  Laws  were  modified  after  1825  and  swept  away  by 
1854.  Customs  duties  were  reduced  in  height  and  number;  by  1860  there 
were  only  48  items  on  the  tariff  list,  in  1874  only  17,  and  these  were  retained 
to  raise  revenue,  not  to  protect  any  industry.  The  Corn  Laws  were  repealed 
in  1846.  Preferences  granted  to  colonial  grain,  lumber,  and  sugar  vanished 
with  the  tariff  of  which  they  had  been  part.  The  colonies  were  given  power 
to  make  their  own  tariffs,  to  be  masters  in  their  own  house. 

In  moving  towards  free  trade  Britain  had  been  inspired  by  confidence  in 
her  capacity  to  withstand  foreign  competition  at  home  and  to  capture  more 
markets  abroad;  by  fear  that  other  countries  would  raise  their  tariffs  higher 
unless  she  lowered  hers;  and  by  hope  that  where  she  led,  others  would 
follow.  To  some  extent  this  hope  proved  justified,  for  there  was  a wide- 
spread trend  towards  freer  trade  until  the  1870’s.  In  1833  seventeen  German 
states  formed  the  Zollverein  (customs  union)  which  set  up  free  trade 
between  them.  In  later  years  other  states  entered,  and  meanwhile  tariffs 
were  lowered  on  goods  imported  into  the  Zollverein.  Napoleon  III  of 
France  signed  a trade  treaty  with  Britain  in  I860  and  with  other  countries 
soon  afterwards.  In  these  treaties  each  signatory  gave  the  other  “most 
favoured  nation  treatment.”  This  meant  that  if  A,  having  by  treaty  fixed  a 
rate  on  B’s  woollens,  then  signed  another  treaty  granting  a still  lower  duty 
to  C’s  woollens,  B would  automatically  get  the  benefit  of  the  lower  rate.  As 
treaties  were  negotiated  between  A and  much  of  the  rest  of  the  alphabet, 
a long  stride  was  taken  towards  free  trade. 

The  Return  to  Protection.  During  the  ’seventies  the  tide  turned  and  by 
1890  many  countries  had  adopted  higher  protective  policies.  The  first  reason 
for  this  about-turn  was  a nasty  change  in  the  economic  climate.  The  Free 
Trade  Era  (1846-73)  had  been  a period  of  great  expansion  in  industry, 
railroad  construction,  steamship  building,  and  investment,  a time  of  rising 
prices  and  wages,  of  confidence  and  belief  in  progress.  Its  crest  was  reached 
in  the  boom  of  1871-73.  Its  collapse  ushered  in  a period  ( 1873-96)  of  falling 
prices  and  low  profits  which  used  to  be  called  “The  Great  Depression”  until 
the  twentieth  century  produced  a greater  one.  Competition  became  keener 
in  all  fields.  This  led  to  the  voluntary  attempts  at  restraint  which  we  have 
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already  examined;  but  it  also  sent  men  rushing  to  their  governments 
demanding  protection. 

Their  arguments  were  many.  Infant  manufactures,  such  as  had  recently 
been  born  in  Germany  and  the  United  States,  ought  to  be  protected  against 
their  older  more  efficient  rivals.  On  the  other  hand,  old  occupations,  such 
as  German  or  French  farming,  which  worked  on  costly  land  should  be  shel- 
tered against  the  lusty  infant  farming  on  cheap  land  in  North  America.  New 
World  manufacturers  had  to  pay  higher  wages  and  their  employees  enjoyed 
a higher  standard  of  living  than  prevailed  in  the  Old  World;  therefore  they 
should  be  protected  against  the  products  of  sweated  European  factory 
hands  or  of  Orientals  who  existed  on  a few  handfuls  of  rice.  Yet  sometimes 
the  employers  of  these  ill-paid  workers  sought  tariff  shelter  against  the  more 
efficient  and  highly  mechanized  industries  of  the  New  World. 

Political  arguments  were  not  lacking.  The  international  situation  was 
undergoing  a marked  change.  Since  1815  there  had  been  only  one  really 
powerful  first-class  well  equipped  nation.  Great  Britain.  Now  the  German 
Empire  had  appeared  (1871)  and  Italy  had  been  united  in  one  kingdom 
(1870).  Russia  and  Japan  were  waking  up  to  the  need  for  modernizing 
themselves.  France,  defeated  by  Germany  in  1870-71,  became  a republic 
and  began  to  wonder  what  was  wrong  with  her.  No  power  could  hope  to 
rank  as  first  class  unless  it  could  equip  itself  with  the  modern  types  of 
weapons.  It  must  have  steel  works,  munitions  plants,  shipyards,  and  the 
other  heavy  industries;  it  must  have  a merchant  marine  as  well  as  a navy; 
and  it  must  be  able  to  raise  by  taxation  the  millions  needed  for  building  up 
and  maintaining  its  army  and  fleet.  A protective  tariff  would  encourage  the 
growth  of  the  essential  industries,  and  at  the  same  time  yield  revenue  for 
defence. 

Depression  and  national  ambition  therefore  joined  hands  to  revive  protec- 
tion. After  1878,  when  some  of  the  trade  treaties  expired,  the  raising  of 
tariff  walls  began  in  Germany,  France,  Russia,  Italy,  and  many  other  coun- 
tries. The  Givil  War  had  turned  the  American  tariff  upward  and  Ganada 
raised  hers  in  1879.  In  addition,  bounties  were  given  on  some  goods  pro- 
duced or  exported,  subsidies  were  paid  to  help  shipping  lines,  the  coastal 
trade  was  kept  closed  to  foreign  vessels,  railroad  rates  were  lowered  on 
goods  going  to  the  ports,  technical  schools  and  research  laboratories  were 
set  up.  Gountries  became  more  interested  in  acquiring  new  colonies,  espec- 
ially in  Africa  or  the  Pacific  islands,  and  in  developing  those  they  already 
had. 

Of  all  the  great  powers  only  Britain  stuck  to  free  trade.  Foreign  countries. 
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and  even  her  colonies  Canada  and  Australia,  had  her  in  mind  when  they 
raised  their  duties  on  manufactured  imports— though  those  colonies  did, 
after  1897,  let  British  goods  come  in  at  a lower  preferential  duty  than  was 
charged  on  foreign  wares.  Yet  she  felt  there  were  strong  reasons  for  keeping 
on  the  free  trade  path.  She  must  have  cheap  food  and  raw  materials  if  she 
was  to  remain  a great  exporter.  A tariff  would  not  help  her  to  get  them 
more  cheaply,  nor  would  a tariff  on  imported  manufactures  help  her  exports 
of  such  goods.  Her  industrialists  and  wage-earners,  who  remained  mostly 
free  trade  in  opinion  or  sentiment,  were  more  powerful  politically  than  were 
the  farmers  and  landlords  who  had  felt  the  bruising  effect  of  the  agricultural 
invasion  of  produce  from  Russia  and  the  New  World;  and  old  people  in 
the  towns  still  talked  about  “the  Hungry  Forties”  and  the  terrible  Corn 
Laws.  When  times  were  bad  in  England  they  were  quite  as  bad  in  protec- 
tionist countries,  and  when  they  were  good  England  got  her  share  of  them. 

On  the  eve  of  World  War  I the  protectionist  wave  seemed  to  have  spent 
itself.  The  world’s  economy  had  emerged  from  the  Great  Depression  and 
was  buoyant  once  more.  Prices  rose  by  about  a third  between  1896  and 
1913,  profits  were  better,  international  trade  reached  record  figures,  as  did 
migration  and  capital  exports. 

Infant  industries  had  grown  up,  and  some  of  those  who  ran  them,  espec- 
ially in  Germany  and  the  United  States  were  looking  beyond  their  own 
protected  markets  to  find  foreign  customers.  They  recognized  that  a lower- 
ing of  their  own  country’s  tariffs  would  reduce  the  cost  of  raw  materials  to 
themselves  and  also  the  high  cost  of  living  which  was  making  their  work 
people  angry;  and  they  hoped  that  this  action  would  encourage  other  coun- 
tries to  lower  the  tariff  walls  which  impeded  entry  of  their  manufactured 
goods.  The  tariff  issue  became  prominent  in  German  politics,  and  in  the 
United  States  Woodrow  Wilson  won  the  presidential  election  of  1912  on  a 
platform  which  included  tariff  reduction. 

The  outbreak  of  war  in  1914  checked  this  trend,  threw  world  trade  out  of 
gear,  made  the  need  for  self-sufficiency  acute,  brought  new  factories  into 
being  in  all  lands,  and  generally  stimulated  the  nationalist  spirit.  When 
peace  came  the  exporter  faced  great  obstacles  as  he  sought  either  old  or 
new  foreign  markets  for  his  wares.  Some  nations  were  too  poor  to  buy; 
others  had  virtually  closed  their  doors  by  revolution  (e.g.,  Russia)  or  by 
prohibitive  tariffs,  and  were  trying  to  make  at  home  the  things  they  had 
formerly  imported.  While  currencies  were  in  confusion,  some  exporters 
enjoyed  an  advantage  over  others  because  their  money  was  deprecia- 
ting and  consequently  their  goods  were  very  cheap  in  terms  of  foreign 
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currencies. 

By  1927  some  problems  had  been  straightened  out,  currencies  were 
becoming  stable,  tempers  were  cooling,  and  the  opportunity  seemed  to 
be  approaching  for  the  removal  of  trade  barriers.  Instead  there  came  the 
depression  of  1929-32,  which  cut  the  value  of  international  trade  down  by 
two-thirds  and  sent  governments  scurrying  in  all  directions  simultaneously 
in  attempts  to  save  or  salvage  the  situation.  We  have  already  seen  what 
happened  to  the  gold  standard.  The  trade  crisis  was  attacked  from  three 
directions.  ( 1 ) Tariffs  were  raised  greatly  in  most  countries.  Britain  aban- 
doned free  trade  in  1931,  imposed  duties  on  imports,  but  allowed  imperial 
products  to  enter  duty-free  or  at  a lower  rate  than  was  charged  on  foreign 
goods.  At  the  Ottawa  Conference  in  1932  agreements  were  signed  between 
the  self-governing  parts  of  the  British  Commonwealth  (including  Britain) 
by  which  the  various  parts  gave  greater  preference  to  one  another.  (2) 
Import  quotas  were  fixed,  limiting  the  amount  of  certain  goods  that  could 
enter  a country. 

( 3 ) Governments  took  charge  of  the  available  supply  of  foreign  exchange 
and  controlled  its  use.  If  a Dane,  for  example,  could  buy  a draft  for  pounds 
sterling  at  his  bank  but  not  one  for  dollars,  he  could  purchase  British  goods 
but  not  American;  and  if  he  was  told  he  could  get  no  draft  at  all  he  could 
buy  nothing  abroad.  Sometimes  the  control  pushed  trade  back  to  barter: 
one  government  might  agree  to  exchange  x tons  of  coal  or  fertilizer  for  y 
tons  of  cotton  or  coffee  or  steamship;  or  it  might  say  to  another  government 
“We  will  let  your  people  sell  x value  of  goods  to  us  if  they  will  buy  x (or 
perhaps  x plus  z)  from  us.” 

In  this  search  for  refuge  or  recovery,  governments  kept  their  eyes  on  the 
figures  which  recorded  the  state  of  the  balance  of  payments.  The  un- 
pleasant truth  had  been  brought  home  to  them  that  they  could  import  only 
as  much  as  they  could  pay  for  by  visible  and  invisible  exports.  The  British 
had  to  abandon  free  trade  because  their  total  visible  and  invisible  exports, 
including  their  income  from  overseas  investments,  had  fallen  so  low  in  1930- 
31,  while  their  visible  imports  fell  only  a little  that  they  were  $500,000,000 
short  of  being  able  to  pay  their  overseas  bills.  Hence  the  imports  must  be 
reduced  by  having  to  jump  the  new  tariff  wall. 

Germany’s  inability  to  export  much  in  the  depressed  years  cut  down  her 
ability  to  buy  abroad.  In  addition  it  made  impossible  the  payment  of  the 
instalments  of  reparations  imposed  on  her  after  World  War  I.  It  forced  her 
to  seek  self-sufficiency,  to  make  synthetic  rubber,  wool,  and  gasoline  within 
the  country;  and  it  led  her  to  believe,  especially  after  Hitler  took  charge. 
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that  she  ought  to  get  control  of  central  and  south-eastern  Europe,  so  that 
she  could  procure  the  raw  materials,  minerals,  oil,  and  food  which  these 
regions  produced,  as  part  of  a barter  deal  in  which  she  laid  down  the  terms 
of  the  bargain. 

The  trouble  with  nearly  all  the  policies  which  governments  pursued  was 
that  they  were  one-sided  or  one-eyed.  They  tried  to  benefit  the  nation  at 
the  expense  of  all  the  others;  but  if  each  of  the  others  pursued  the  same 
kind  of  policy  then  everybody  hurt  everybody  else  and  no  one  was  any 
better  off.  When  bargains  were  struck  they  usually  sought  to  improve  trade 
solely  between  the  two  nations  which  signed  them,  forgetting  that  trade 
is  often  not  so  much  “bi-lateral”  as  “multi-lateral,”  and  that,  for  instance, 
Malaya  sold  rubber  chiefly  to  the  United  States,  which  paid  for  it  by  ship- 
ping cotton  and  other  things  to  Britain,  which  paid  for  them  by  selling 
visible  and  invisible  exports  to  Malaya. 

The  total  volume  of  world  trade  recovered  very  slowly  and  some  countries 
realized  eventually  that  the  policies  they  had  adopted  were  not  being 
helpful.  In  1934  the  United  States,  which  in  1930  had  led  the  riot  of  tariff- 
raising, decided  it  might  be  wise  to  negotiate  trade  treaties  that  would 
lower  tariffs.  Meanwhile  the  members  of  the  British  Commonwealth  came 
to  recognize  that  their  Ottawa  agreements,  though  possibly  useful  at  the 
time  they  were  made,  were  restricting  trade  with  foreign  nations.  In  1935 
and  1938  the  United  States  and  Canada  reached  agreements  which  eased 
trade  between  them.  In  1938  the  United  States  and  Britain  signed  a similar 
pact. 

Rearmament  and  War.  By  that  time  international  trade  was  becoming  over- 
shadowed by  the  demands  of  rearmament,  on  which  Germany  had  openly 
embarked  in  1935.  Germany  sought  to  be  self-sufficing,  and  where  this  was 
impossible  she  cut  her  imports  down  to  absolute  essentials,  which  she  pur- 
chased only  in  countries  that  agreed  to  accept  German  goods  in  return. 
When  the  British  began  rearming  in  1937,  they  had  to  increase  their  imports 
of  materials  for  stock-piling  or  for  conversion  into  munitions  so  greatly  that 
their  balance  of  payments  was  turned  from  a surplus  to  a deficit.  When 
the  war  began  ( 1939 ) the  deficit  rose  rapidly  not  merely  because  the 
imports  had  to  be  higher  but  also  because  there  were  very  few  goods  to 
spare  for  export  and  the  ships  were  busy  doing  other  things  than  invisible 
exporting.  The  British  thus  had  to  buy  much  more  without  being  able  to 
sell  much;  and  if  they  bought  from  the  United  States  it  had  to  be  on  a “cash 
and  carry”  basis.  To  meet  the  deficit  they  were  obliged  to  export  whatever 
gold  was  in  hand  and  to  “mobilize”  overseas  securities  held  by  Englishmen, 
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sell  them  abroad,  and  hand  over  the  dollars  in  payment  for  what  they  had 
bought  overseas. 

By  the  end  of  1940  the  gold  and  securities  were  virtually  all  gone,  and 
it  looked  as  if  the  British  would  be  able  to  buy  no  more  American  supplies. 
In  this  crisis  President  Roosevelt  proposed  Lend-Lease  and  in  1941  Con- 
gress authorized  him  to  “sell,  transfer  title  to,  exchange,  lend,  or  otherwise 
dispose  of  ” any  article  needed  by  a country  “whose  defense  the  President 
deems  vital  to  the  defense  of  the  United  States.” 

Under  this  law  nearly  $50,000,000,000  of  American  goods  and  services 
were  handed  over  to  Britain,  Russia,  and  the  other  allies  before  the  war 
ended.  The  problem  of  paying  for  British  imports  of  American  goods  was 
therefore  shelved  for  the  duration  of^the  war.  Payment  was  not  expected; 
the  supplies  were  in  effect  a contribution  to  the  common  cause,  and  the 
recipients  of  Lend-Lease  reciprocated  wherever  they  could  by  supplying 
United  States  forces  with  goods  or  services,  by  what  was  called  “Lend-Lease 
in  reverse.” 

When  the  fighting  stopped  in  1945  Lend-Lease  ended  at  once  and  the 
problem  came  off  the  shelf.  No  European  country  that  had  been  involved 
in  the  war  could  swing  back  overnight,  or  over-year,  to  producing  and 
exporting  civilian  goods.  Every  one  of  them  needed  raw  materials,  food, 
consumer’s  goods  and  capital  goods  to  carry  them  through  the  conversion 
of  their  economy  from  war  to  peace  conditions.  North  America  was  almost 
the  only  place  from  which  these  supplies  could  be  obtained;  but  the  pur- 
chase price  was  in  dollars,  anid  dollars  were  scarce  because  those  who 
wanted  them  had  few  goods  which  could  be  sold  to  get  them.  Even  in 
1948,  when  some  recovery  had  been  made,  western  Europe  could  pay  for 
only  40  per  cent  of  its  imports  from  the  “dollar  area”  out  of  its  visible  and 
invisible  exports  to  that  area. 

The  post-war  “dollar  gap”  therefore  had  to  be  bridged  by  loans  or  gifts. 
A large  American  loan  made  to  Britain  in  1946  was  soon  exhausted.  Then 
the  Marshall  Plan  of  1948  provided  for  what  was  in  essence  a series  of  large 
gifts  over  a period  of  five  years,  made  to  help  the  countries  of  western 
Europe  revive  their  industry,  agriculture,  and  trade,  take  the  edge  off  starva- 
tion, and  stave  off  the  menace  of  communistic  attacks  from  within  and 
without.  Canada  joined  in  with  a combination  of  loans  and  gifts. 

By  1950  most  of  western  Europe  was  getting  back  on  to  its  feet.  By 
keeping  imports  down  relentlessly— though  that  meant  the  continuation  of 
British  rationing  on  a more  austere  scale  than  during  the  war— and  by 
working  hard  to  restore  production  and  build  up  exports  to  heights  far  above 
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pre-war  levels,  some  countries  were  approaching  the  point  where  they  could 
hope  to  be  able  to  pay  their  frugal  way  in  the  international  trade  field. 

This  hope  was  threatened  with  bitter  frustration  when  the  conflict  flared 
out  in  Korea  in  mid-1950.  It  looked  as  if  the  future  was  going  to  be  marked 
by  bitter  struggles  between  the  communist  and  non-communist  parts  of  the 
world.  The  leading  nations,  and  the  smaller  ones  as  well,  must  therefore 
turn  again  to  arming  themselves.  Imports  would  not  be  intended  to  provide 
more  food  or  be  turned  into  manufactured  goods  for  civilian  consumption 
or  export.  Instead  they  would  be  earmarked  for  munitions  which  might  ( or 
might  never)  be  used,  but  which  could  not  be  exported  to  pay  for  the 
imports.  The  commerce  of  nations,  instead  of  being  pursued  to  give  man- 
kind a better  standard  of  living,  was  once  more  directed  towards  obtaining 
the  materials  for  destruction;  and  one  of  the  most  desired  commodities  was 
uranium  ore. 

In  our  examination  of  the  different  aspects  of  modern  business  we  have 
frequently  noted  the  effect  of  good  or  bad  times  on  the  actions  of  business 
men  and  the  policies  of  governments.  Let  us  now  examine  some 
Business  of  the  features  and  causes  of  one  of  the  outstanding  character- 
Cycles  istics  of  the  economy— the  alternation  of  periods  of  prosperity 
and  of  depression. 

In  the  former  there  are  plenty  of  jobs,  investment  is  active,  the  produc- 
tion of  consumers’  goods  grows  and  that  of  capital  goods  grows  still  more, 
trains  and  ships  are  full,  prices  and  wages  and  profits  rise,  as  does  the 
marriage  rate,  the  birth  rate,  and  the  consumption  of  alcohol.  All  seems 
right  with  the  world.  Then  gradually  or  suddenly  these  conditions  give  way 
to  their  opposite.  Bankruptcies  and  unemployment  are  widespread,  wages 
and  prices  and  profits  fall,  investment  dries  up,  and  the  country  seems  to  be 
going  to  the  dogs.  People  turn  to  their  government  with  a plea  that  it  do 
something  to  relieve  their  distress  and  hasten  recovery.  After  a while  a 
more  hopeful  day  dawns,  confidence  displaces  despondency,  demand  gets 
less  sluggish,  recovery  comes,  quickens  into  prosperity,  which  in  turn  bloats 
itself  into  a boom  that  sooner  or  later  bursts. 

So  the  business  cycle  goes  round  and  round.  It  has  been  doing  so  since 
at  least  the  sixteenth  century,  and  probably  much  earlier.  Complaints  that 
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trade  was  bad  were  heard  about  every  eight  to  ten  years  during  the  seven- 
teenth century.  After  1760  booms  burst  (or  leaked  badly)  in  Britain  and 
other  countries  with  almost  uncanny  regularity  about  every  nine  to  eleven 
years. 

Economists  have  searched  diligently  for  the  cause  and  cure  of  the  business 
cycle,  and  the  end  of  their  quest  is  not  yet  in  sight.  Probably  no  single 
theory  will  ever  prove  adequate,  since  a depression,  like  sickness  or  the 
stopping  of  an  automobile,  may  be  due  to  any  one  of  many  causes.  But 
perhaps  one  general  cause  can  be  stated.  A depression  is  the  result  of  a 
boom;  it  is  the  price  we  pay  for  errors,  excesses,  misjudgments,  and  over- 
optimism during  the  hectic  days  which  preceded  it.  Let  us  divide  this 
general  cause  into  two  parts. 

The  first  is  the  innate  optimism  and  forgetfulness  of  all  kinds  of  business 
men.  When  times  are  good,  we  think  they  are  going  to  get  even  better,  and 
the  bad  old  days  are  forgotten;  or  if  they  are  remembered  we  assure  our- 
selves that  “This  time  it  is  going  to  be  different.”  If  prices  are  going  up, 
they  will  surely  go  higher.  If  existing  firms  are  making  good  profits,  new 
firms  can  surely  do  likewise.  If  one  breakfast  cereal  becomes  popular,  others 
can  do  the  same.  So  men  plant  more  wheat  or  cotton,  erect  or  extend 
factories,  install  more  machines,  produce  more  steel,  float  new  companies, 
lay  down  more  railroad  lines,  open  more  stores. 

This  rush  to  share  in  the  good  times  and  the  big  profits  usually  finds  a 
special  attraction  in  some  new  industry,  product,  market,  method,  or  field 
of  investment.  The  first  peace-time  boom  of  the  nineteenth  century  was 
over-stimulated  by  the  belief  that  the  Latin  American  republics,  which  had 
recently  become  independent  of  Spanish  rule,  would  be  a treasure  chest  for 
merchants,  mining  companies,  and  investors.  British  capitalists  made  loans 
to  the  governments  or  bought  mining  stocks,  while  merchants  sent  out  large 
consignments  of  goods,  including  skates  and  bed  warming-pans  to  a tropical 
land.  The  collapse  came  in  1825,  when  some  governments  failed  to  pay 
their  interest  bills,  the  mining  companies  to  find  minerals,  and  the  consign- 
ments to  find  buyers. 

In  the  I840’s  the  royal  road  to  wealth  seemed  to  be  British  railroad  stocks; 
in  the  ’fifties  it  was  American  railroads;  in  later  years  it  might  be  bicycles, 
oil  fields,  gold  mines,  rubber  plantations,  prairie  lands,  automobiles,  city 
skyscrapers,  or  the  amalgamation  of  companies  into  holding  corporations 
and  of  holding  corporations  into  super-corporations.  But  the  story  was 
always  the  same:  the  investment  in  the  new  form  of  enterprise  was  over- 
done and  speculation  pushed  the  price  of  the  stock  too  high. 
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The  second  cause  of  depression  is  financial.  As  prosperity  returns,  the 
banking  world  is  infected  by  the  reviving  optimism.  It  increases  the  quan- 
tity of  its  loans,  thereby  expanding  the  buying  power  of  borrowers  and 
intensifying  the  general  feeling  of  confidence.  Eventually,  however,  the 
banker  may  begin  to  wonder  if  he  has  not  gone  too  far.  When  he  decides 
that  he  has,  he  starts  pulling  in  his  horns,  refuses  to  grant  new  loans  and 
calls  in  some  of  those  he  has  made.  This  action  embarrasses  his  borrowers, 
for  they  may  be  able  to  repay  their  debts  only  by  selling  goods  they  are 
“holding  for  a rise.”  By  so  doing  they  may  break  the  price  level,  and  the 
scamper  to  turn  goods  into  cash  may  bring  all  prices  tumbling  down. 

Often  the  tide  has  turned  before  the  banks  act.  There  may  have  been 
overproduction  of  some  goods  and  the  pile  of  unsold  stocks  becomes  so 
large  that  the  owners  are  forced  to  get  rid  of  some  of  it.  Consumers  may 
become  unwilling  or  unable  to  go  on  paying  ever-higher  prices;  or  some 
big  demand,  whether  for  radios  or  new  cars  or  refrigerators,  may  become 
satisfied  and  the  demand  therefore  declines.  Some  over-ambitious  or  under- 
scrupulous  scheme  may  fail,  new  companies  may  prove  to  be  fraudulent  or 
unprofitable,  speculation  in  land  or  stocks  or  commodities  over-reaches  it- 
self, a bad  harvest  comes,  war  threatens,  or  a period  of  active  construction 
of  buildings,  railroads,  machines,  engines,  etc.,  draws  to  a close.  But  what- 
ever the  immediate  cause,  the  result  is  usually  the  same:  all  the  graphs, 
except  those  of  bankruptcy  and  unemployment  turn  downward  and  depres- 
sion settles  over  the  land  or  even  over  the  world. 

British  business  turned  from  good  to  bad— and  later  from  bad  to  good- 
ten  times  between  1815  and  1914.  During  the  same  period  the  United  States 
economy  fell  fast  and  far  twelve  times  and  slipped  at  least  six.  Every  other 
country  had  similar  experiences,  and  at  times  the  crash  came  almost  over- 
night, as  some  panicky  “Black  Friday”  separated  booming  Thursday  from 
bankrupt  Saturday.  Gradually  bankers  learned  that  by  standing  together 
they  could  prevent  financial  crises  from  turning  into  such  panics.  They  came 
to  believe  that  cautious  credit  policies  in  boom  times  and  courageous  lend- 
ing in  gloomy  days  would  “iron  out”  the  fluctuations  a little.  On  the  eve  of 
World  War  I optimists  were  convinced  that  panics  were  now  things  of  the 
past,  and  even  the  pessimists  conceded  that  business  henceforth  would  slide 
gently  from  prosperity  to  stagnation  rather  than  fall  over  the  edge  of  a 
precipice. 

The  1920’s  proved  both  of  them  wrong.  Some  parts  of  the  world,  es- 
pecially North  America,  experienced  their  wildest  boom  during  the  late 
’twenties,  then  the  whole  world  was  plunged  in  the  good  old-fashioned 
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manner  into  the  worst,  most  widespread  depression  in  history.  The  boom 
was  many-sided.  ( 1 ) The  electrieal  age,  the  gasoline  age,  and  the  chemical 
age  arrived  in  earnest  to  serve  the  mass  of  the  population.  Within  a few 
years  the  people  of  the  western  world  got  their  35,000,000  cars,  trucks, 
busses,  and  tractors,  along  with  the  necessary  roads,  oil  wells,  refineries  and 
filling  stations.  They  got  their  radios  and  other  electrical  products,  their 
rayon  garments,  cosmetics,  soft  drinks,  and  wood  pulp  products.  (2)  A 
building  boom  tried  to  make  up  for  the  lack  of  construction  of  houses, 
apartments,  hotels,  public  buildings,  movie  houses,  and  stores  during  the 
war  years.  (3)  There  was  much  work  to  be  done  rebuilding  the  devastated 
war  zones  in  France  and  Belgium,  restoring  the  Germany  economy,  helping 
the  new  nations  that  had  been  born  by  the  war  or  the  Peace  Conference, 
and  resuming  the  development  of  such  new  lands  as  Canada,  Australia,  and 
South  America. 

These  many  enterprises  created  a vast  demand  for  materials,  power, 
labour  and  capital.  The  capital  was  poured  into  home  and  overseas  invest- 
ments by  American,  British,  Dutch,  and  other  purchasers  of  securities.  But 
the  line  between  investment  for  the  sake  of  the  dividends  and  speculative 
buying  in  expectation  of  a profit  from  a rise  in  the  price  of  stocks  was  easily 
crossed  by  hordes  of  amateurs,  who  rushed  into  the  market  and  supple- 
mented their  own  funds  by  borrowing  money.  In  September,  1929,  stocks 
were  selling  on  the  New  York  Exchange  at  almost  three  times  their  1926 
price.  Yet  even  before  that  date  other  parts  of  the  boom  were  showing  signs 
of  having  produced  more  goods,  foodstuffs,  and  raw  materials  than  could  be 
sold  at  the  prevailing  price,  or  of  having  played  themselves  out.  The  price 
of  raw  materials  began  to  fall  and  primary  producing  countries  faced  diffi- 
culties in  paying  for  what  they  had  bought  or  in  meeting  their  interest  bills. 
Then  in  October,  1929,  an  avalanche  of  selling  hit  Wall  Street. 

The  tragedy  thus  begun  grew  more  grim  year  by  year  till  1932  or  early 
1933.  The  bottom  fell  out  of  every  kind  of  business.  The  price  of  farm 
produce  and  minerals  dropped  50  per  cent  or  more,  that  of  stocks  almost  90 
per  cent.  A quarter  of  the  wage-earners  in  western  Europe  and  maybe  a 
third  of  those  in  the  United  States  were  out  of  work.  Industrial  production 
was  reduced  by  a third,  foreign  trade  by  two-thirds  in  value.  Bankruptcy 
overwhelmed  town  and  country  alike,  as  neither  farmers  nor  other  debtors 
could  pay  what  they  owed.  Hope  of  recovery  almost  died,  especially  when 
in  1931  the  collapse  of  credit  and  currencies  was  added  to  that  of  produc- 
tion, prices,  and  trade. 

In  every  continent  governments  were  forced  to  do  something  to  cope  with 


disaster,  and  the  ’thirties  saw  an  unparalleled  extension  of  state  intervention 
in  economic  affairs.  There  were  no  advocates  of  laissez  faire  or  apostles  of 
free  enterprise  in  those  days.  Every  sick  section  of  the  community— and 
there  were  few  healthy  ones— clamoured  for  aid.  Some  of  the  steps  taken 
by  governments  have  already  been  described— the  abandonment  of  the  gold 
standard,  managed  currency,  the  end  of  British  free  trade,  and  marketing 
restraints.  These  were  only  part  of  the  motley  of  measures  intended  to 
give  relief  or  hasten  recovery.  The  American  and  Canadian  efforts  will  be 
described  in  later  chapters. 

By  1933  the  worst  was  over,  but  recovery  came  slowly  and  in  patches.  It 
was  more  evident  in  domestic  activities  than  in  international  trade.  Prices 
edged  up  a little,  employment  improved,  and  as  the  banks  were  eager  to 
lend  money  at  very  low  interest  rates  there  was  a good  deal  of  borrowing 
for  the  public  or  private  building  of  houses;  in  fact,  some  countries  including 
Britain,  generated  a modest  building  boom.  Yet  the  extent  of  the  recovery 
was  disappointing.  The  banks  could  not  persuade  people  to  borrow  all  that 
they  had  to  lend,  for  there  were  few  new  enterprises  looking  for  capital. 
Alongside  this  mass  of  idle  capital  was  an  army  of  idle  labour.  Though  the 
unemployment  figures  fell  from  their  peak  of  1931-32,  they  still  remained 
high.  In  Britain  the  fall  was  from  20  per  cent  to  11  per  cent.  In  the  United 
States  12  per  cent  of  the  “gainfully  employed”  were  out  of  work  in  1940  or 
were  doing  government  relief  jobs. 
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How  to  bring  this  idle  capital  and  idle  labour  together  and  put  them  to 
work  was  an  urgent  but  most  perplexing  problem.  Private  enterprise  and 
investment  apparently  could  not  do  it.  Therefore,  argued  some  economists, 
the  state  must  undertake  the  task;  prepare  plans  for  large  outlays  on  projects 
that  would  benefit  the  country,  such  as  better  schools,  roads,  power  plants, 
and  the  like;  and  raise  the  funds  by  taxation  or  by  borrowing.  By  adding 
this  public  work  to  that  of  private  enterprise  it  ought  to  be  possible  to 
achieve  “full  employment”  of  the  country’s  resources. 

Russia  and  Germany  had  a simpler  method.  Since  1928  Russia  had  carried 
out  a series  of  Five  Year  Plans.  Each  called  for  such  increases  in  industrial 
production,  especially  of  capital  goods,  that  there  was  no  idle  capital  or 
labour.  Germany  solved  the  problem  by  starting  her  rearmament  program. 
There  was  no  lack  of  market  for  the  products  of  such  work,  and  a country 
which  had  counted  over  6,000,000  idle  workers  in  1932  soon  had  them  all 
absorbed  in  the  army  or  in  the  munitions  industries.  But  democratic  coun- 
tries could  not  resort  to  such  a simple  solution.  Britain  began  rearming  in 
1937,  but  moved  more  slowly,  so  that  when  war  began  there  were  still  over 
a million  workers  unemployed. 

War  provided  “full  employment”  of  all  resources,  and  when  peace  came 
the  pressure  of  demand  did  not  slacken.  Some  men  were  kept  in  the  armies 
of  occupation  and  the  production  of  munitions  did  not  fall  back  to  peace- 
time levels.  Meanwhile  there  were  so  many  vital  tasks  to  be  done— repairing 
and  rebuilding  the  bombed  areas,  replacing  worn-out  equipment,  building 
ships  to  replace  those  which  had  been  sunk,  catching  up  on  arrears  of 
housing,  reviving  the  export  industries,  and  filling  empty  shelves  or  clothes 
closets  with  consumers’  goods— that  full  employment,  such  as  had  never 
before  been  dreamed  of,  much  less  attained,  was  unable  to  meet  all  the 
demands  for  goods.  In  the  post-war  world  unemployment  was  virtually  non- 
existent, capital  was  in  great  demand,  and  prices  were  both  high  and  rising 
higher  under  the  pressure  of  demand  for  goods  of  all  kinds.  The  post-war 
tasks  just  listed  were  far  from  completed  when  in  1950  rearmament  was 
resumed,  with  its  demand  for  still  greater  production  of  certain  kinds  of 
goods  and  its  diversion  of  production  from  things  that  contributed  to 
improving  the  standard  of  living  for  the  mass  of  the  people. 
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Shaded  regions  are  the  “New  World” 
lands  seriously  settled  and  developed 
during  the  last  150  years. 


In  1800  the  United  States  housed  about  5,300,000  people,  apart  from  the 
Indians;  there  were  some  Frenchmen  and  people  of  Spanish  stock  in  the 
far  south  and  southwest;  the  various  parts  of  what 
The  Economics  is  now  Canada  had  less  than  300,000  inhabitants;  so 
of  New  the  total  population  of  North  America  was  at  most 

Countries  6,000,000.  In  1950  the  comparable  figures  were 

151,000,000  for  the  United  States,  14,000,000  for 
Canada,  a total  of  165,000,000.  The  real  expansion  has  therefore  been 
squeezed  into  the  last  150  years;  and  the  same  is  true  of  those  other  parts 
of  the  New  World— Australia,  New  Zealand,  South  Africa,  Siberia,  and  much 
of  Central  and  South  America. 

This  New  World  benefitted  from  the  methods,  equipment,  and  organiza- 
tion which  the  Old  World  was  developing  during  that  period.  The  new 
ways  of  producing  and  transporting  could  be  transferred  and  adapted,  thus 
making  it  possible  for  many  regions  to  jump  within  a generation  from  a 
state  of  nature  to  a high  degree  of  development— from  redskin  to  railroad 
and  reaper,  from  forest  to  farm  and  factory.  The  general  pattern  of  life 
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tended  to  become  similar  in  the  New  World  and  the  Old.  Yet  the  former 
was  no  mere  modified  copy  of  the  latter.  Its  economic  development  had 
many  novel  features,  chiefly  because  it  took  place  in  very  large  geographical 
and  political  areas  which  had  rich  natural  resources  of  many  kinds  but 
virtually  no  native  capital  supply  or  labour  force  capable  of  exploiting  them 
effectively.  Let  us  pause  to  examine  each  item  of  this  statement. 

(a)  Area.  Canada  covers  3,850,000  square  miles,  the  United  States  and 
Australia  have  3,000,000  apiece,  Siberia  more  than  5,000,000,  Brazil  over 
3,000,000,  and  the  Argentine  a good  million.  These  large  areas  are  political 
units  with  no  customs  barriers  to  impede  trade  between  one  part  and  the 
rest.  Size  gives  these  lands  a wide  range  of  climate,  soil,  and  subsoil.  They 
can  produce  a variety  of  crops,  temperate,  sub-tropical,  and  maybe  tropical. 
They  are  likely  to  have  a variety  of  mineral  deposits.  They  can  be  sure  of 
having  large  areas  which  are  climatically  or  geologically  uncongenial— too 
cold,  hot,  dry,  mountainous,  stony,  sandy  or  swampy.  And  their  transporta- 
tion systems  haul  heavy  loads  over  long  distances. 

(b)  Resources.  In  every  part  of  the  New  World  there  were  rich  natural 
resources.  Some  were  visible  to  the  earliest  immigrants.  Others  became 
known  as  explorers  penetrated  to  the  interior  to  discover  great  plains  and 
grasslands;  as  mining  prospectors  or  geologists  revealed  what  was  under- 
ground, or  when  some  advance  in  technology  gave  value  to  soils  or  materials 
that  had  hitherto  been  counted  useless.  The  discovery  of  gold  gave  a great 
impetus  to  the  development  of  California,  Australia,  South  Africa,  British 
Columbia,  and  the  backblocks  of  Ontario.  The  invention  of  the  chilled  steel 
plough  and  the  harvester  turned  prairies  into  potential  wheat  fields.  New 
ways  of  making  paper  gave  value  to  large  Canadian  areas  covered  with 
timber  unsuitable  for  building  purposes.  Consequently  the  story  of  the  New 
World  goes  in  a series  of  exciting  spurts  forward  when  something  happens 
to  reveal  a new  resource  waiting  to  be  exploited. 
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(c)  Capital  and  Labour  Supplies.  The  native  peoples  were  not  numerous 
and  their  capital  equipment  was  usually  meagre.  Hence  the  invaders  had 
to  supply  both  capital  and  labour,  and  for  a long  time  the  supply  of  each 
was  small  in  relation  to  the  available  resources. 

From  this  lack  of  balance  came  the  outstanding  characteristics  of  the 
New  World  economies.  In  the  first  place,  the  natural  resources  were  waste- 
fully  exploited.  They  had  passed  into  private  hands  cheaply  or  free  of 
charge:  they  seemed  endless;  so  there  was  no  need  to  be  careful  of  forest 
wealth  or  soil  fertility.  The  former  was  treated  in  accordance  with  the 
European  meaning  of  the  word  “lumber,”  which  was  “useless  or  cumbrous 
material,”  or,  as  a verb,  meant  “to  fill  up  inconveniently,  obstruct.”  The 
latter  was  “mined”  as  if  the  farmer  was  digging  coal  or  gold.  When  one 
patch  of  ground  had  been  exhausted  by  continuous  cropping  of  tobacco, 
cotton,  or  wheat,  cultivation  moved  on  to  repeat  the  process  on  another. 

In  the  second  place,  the  scarcity  of  capital  and  labour  had  two  conse- 
quences : a keen  interest  in  increasing  the  supply  by  welcoming  immigrants 
and  capital  imports,  and  meanwhile  the  most  economical  use  of  what  was 
available.  Every  pair  of  hands  had  to  be  put  to  work  and  be  helped  to  do 
its  job  as  effectively  as  possible.  Machines  must  be  devised  which  would 
till,  harvest,  make,  lift,  or  haul  in  large  quantities  under  the  care  of  a small, 
and  possibly  not  very  skilled,  labour  force. 

This  policy  threw  a greater  burden  on  to  capital,  since  machines  cost 
money,  and  capital  was  scarce  in  the  hands  of  farmers  or  early  manu- 
facturers. Consequently  almost  every  step  in  production  had  to  depend  on 
the  ability  to  borrow,  and  credit  permeated  the  economy.  The  farmer  mort- 
gaged his  land  as  soon  as  he  held  title  to  it,  in  order  to  get  a loan;  he  bought 
his  equipment  on  the  instalment  plan  of  payment;  got  his  seed  and  other 
supplies  on  credit  from  the  local  merchant.  These  lenders  in  turn  might 
get  credit  from  the  local  bank,  if  there  was  one,  or  from  merchants  and 
bankers  further  east,  who  in  turn  were  operating  largely  on  credit  granted 
them  by  their  counterparts  on  the  eastern  seaboard,  who  were  financed  by 
the  merchants  or  bankers  of  western  Europe.  If  all  went  well,  the  links  of 
this  long  chain  of  credit  might  hold;  but  when  one  of  them  snapped  the 
unhappy  effects  were  felt  all  down  the  line.  The  accumulation  of  fixed  and 
operating  capital  and  the  building  of  a good  banking  system  were  two  of 
the  most  difficult  tasks  confronting  the  New  World. 

The  economic  progress  of  that  world  depended  on  its  ability  to  produce 
some  staple  commodity  for  market,  usually  an  export  market.  A self- 
suflBcing  community  of  usufacturers  and  usuculturists  would  never  have  got 
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far;  one  may  doubt  whether  it  would  even  have  survived,  except  at  a low 
primitive  level  of  subsistence.  Growth  and  welfare  came  from  the  pouring 
out  of  at  least  one  marketable  food  or  raw  material.  A region  capable  of 
doing  this  attracted  immigrants,  found  favour  with  investors  when  it  needed 
capital  for  transportation  or  other  permanent  improvements,  and  was  soon 
well  sprinkled  with  dealers  in  implements  and  consumers’  goods. 

Having  put  all  its  eggs  in  one  kind  of  basket,  the  economy  flourished  and 
expanded  when  prices  were  good,  but  suffered  severely  when  bad  seasons 
came  or  prices  fell.  In  dark  days  it  felt  the  burden  of  the  heavy  interest  load 
it  had  shouldered;  it  developed  a bitter  resentful  mood  toward  the  outer 
world  of  buyers  who  did  not  pay  enough,  of  sellers  who  asked  too  much, 
and  of  creditors  who  continued  to  demand  their  dues.  But  the  sun  usually 
shone  again  and  another  period  of  expansion  came  round. 

One  final  characteristic  of  the  New  World  was  that  sooner  or  later  it 
ceased  to  be  new.  The  unbalance  disappeared  as  natural  resources  became 
less  abundant  while  capital  and  labour  became  less  scarce.  The  growth  of 
population  reached  a point  where  there  was  a substantial  home  market  for 
farm  and  factory  products,  as  well  as  an  adequate  labour  force.  Local 
savings  accumulated  sufficiently  to  meet  a large  part  of  the  country’s  capital 
needs.  National  pride  demanded  that  the  country  cease  to  be  a mere 
lumberjack,  fisherman,  farmer,  or  shepherd  for  other  nations.  Tariffs  were 
imposed  and  raised  to  protect  infant  manufactures.  Light  industries  making 
consumers’  goods  were  supplemented  by  heavy  industries.  Gradually  the 
urban  manufacturing  section  of  the  population  came  to  equal,  even  to 
exceed  that  on  the  farms.  The  banking  system  matured.  Labour  unions, 
factory  laws,  social  security,  good  universities  and  libraries,  and  a heavy 
national  debt  all  came  in  due  course.  The  country  had  grown  up,  or  at 
least  had  ceased  to  be  new. 

The  United  States  in  1783  was  a string  of  Atlantic  coastal  settlements, 
whose  3,000,000  inhabitants  earned  their  livelihood  on  the  land  or  on  the 
sea.  In  New  England  there  was  not  enough  good  soil  to 
The  United  allow  many  farms  to  be  hewn  out  of  the  forests.  Many 
States,  people  therefore  spent  their  time  converting  lumber  into 

1783-1815  ships  or  into  parts  of  barrels,  fished  for  cod  or  whales,  made 
rum,  practised  handicraft  manufactures,  and  engaged  in 
coastal  or  overseas  shipping  and  trade.  In  a good  year  five  hundred  ships 
would  leave  Boston  for  other  mainland  ports,  for  Newfoundland,  the  West 
Indies,  Africa,  or  Europe.  New  England  shipyards  produced  most  of  the 
colonial  vessels  which  comprised  a third  of  Britain’s  merchant  fleet  in  1770. 
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In  the  “middle  states”— from  New  York  to  Maryland— soil  and  climate 
were  better  in  quality  and  quantity.  Corn,  wheat,  dairy  produce,  livestock, 
and  meat  from  this  region  went  through  Philadelphia,  New  York,  or  Balti- 
more to  feed  the  northern  and  southern  states,  to  supply  the  West  Indian 
plantations,  and  increasingly  to  meet  the  needs  of  England  and  Ireland  for 
flour.  To  Ireland  also  went  flaxseed  and  the  potash  needed  for  bleaching 
the  linen  that  was  made  from  the  flax  grown  from  the  American  seed. 
Further  south  the  Virginia  planters  were  still  growing  tobacco  and  shipping 
most  of  it  to  England.  In  the  deep  south  rice  and  indigo  were  the  staple 
products,  but  cotton  was  just  beginning  to  attract  attention. 

The  “Products  of  the  Sea,  of  the  Forest,  of  Agriculture,  of  Animals,  and 
of  Manufactures”,  as  the  statistician  described  them,  had  been  exported  in 
colonial  times.  Perhaps  two-thirds  or  three-quarters  of  the  exports  had  gone 
to  the  British  Isles  and  the  British  West  Indies.  The  remainder  went  to 
foreign  ports— fish  to  Spain  and  Portugal,  rum  and  iron  to  the  Slave  Coast, 
and  provisions  to  the  non-British  West  Indies.  In  return  the  colonies  had 
received  slaves  from  Africa,  wine  and  salt  from  Spain  and  Portugal,  sugar 
and  molasses  and  precious  metals  from  the  West  Indies,  and  manufactured 
goods  from  Britain.  These  goods  were  of  every  conceivable  kind,  from  cloth, 
hardware,  and  pottery  to  window  glass,  paint,  pianos,  carriages,  playing 
cards,  slippers  and  sealing  wax;  and  as  ballast  the  ships  carried  coal,  salt, 
bricks,  and  barrels  of  beer. 

The  British  manufactures  supplemented  the  articles  which  the  colonists 
made  in  their  homes  for  their  own  use  or  produced  for  sale  in  central  work- 
shops and  under  the  putting-out  system.  Hats,  shoes,  canvas,  soap,  candles, 
books— often  of  sermons— tobacco,  snuff,  spirits,  iron  and  a few  other  com- 
modities were  made  for  market  where  the  raw  materials,  the  skill,  and  the 
customers  were  available.  During  the  Revolution  the  making  of  cloth  and 
munitions  expanded  considerably;  but  at  best  industry  was  a very  minor 
interest,  and  the  chief  activities  were  primary  production  or  trade  in  the 
produce  of  farm,  forest,  or  fishery. 

The  economic  outlook  in  1783  was  very  uncertain.  No  one  could  be  quite 
sure  what  the  price  of  independence  would  be.  The  states,  independent  but 
not  united,  were  not  a happy  family.  The  debt  incurred  during  the  Revolu- 
tion was  heavy,  the  currency  was  in  chaos.  Some  overseas  ports,  especially 
those  in  the  Maritimes  and  the  British  West  Indies,  were  now  closed  to 
American  produce  or  ships,  or  both.  Goods  which  had  been  imported  in 
great  quantities  when  peace  came  could  not  be  paid  for,  for  lack  of  export 
markets.  Large  pre-revolutionary  debts  to  British  merchants  were  unpaid. 
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These  clouds  soon  lifted.  Men  who  had  made  money  out  of  the  Revolu- 
tion were  eager  to  venture  on  new  enterprises  inland  or  overseas.  New 
markets  were  sought,  as  far  afield  as  China,  and  the  old  ones  in  the  West 
Indies  were  partly  reopened.  In  1787  a federal  constitution  was  framed.  It 
established  free  trade  between  the  states;  started  a national  currency, 
thereby  abolishing  the  right  of  the  individual  states  to  ‘monkey”  with  their 
money;  converted  all  public  lands  which  were  not  the  property  of  some 
state  into  a federal  public  domain;  and  gave  the  nation  a single  voice  in 
dealing  with  foreign  trade  or  with  foreign  governments. 

Cotton.  History  has  shown  that  these  were  statesmanlike  steps.  The  imme- 
diate effect  was  a great  improvement  in  the  country’s  economic  prospects. 
At  almost  the  same  moment  two  great  opportunities  presented  themselves 
for  the  expansion  of  production  and  trade.  The  first  was  the  invention  of 
a machine  to  remove  the  seeds  imbedded  in  cotton  when  it  was  picked  from 
the  plant.  Formerly  these  seeds  had  been  picked  out  by  hand,  but  the  job 
was  so  slow  that  a slave  could  not  clean  more  than  five  or  six  pounds  a day 
and  cotton  was  “scarce  worth  the  trouble  and  expense  of  cultivation.” 

In  1793  Eli  Whitney  invented  the  cotton  gin  (engine)  which  cleaned 
fifty  pounds  a day  when  turned  by  hand  and  many  times  as  much  when  a 
larger  gin  was  driven  by  power.  The  barrier  to  the  expansion  of  cotton- 
growing was  thus  removed.  In  1790  only  about  3,000  bales  had  been  grown; 
by  1800  the  figure  had  jumped  to  73,000  bales,  in  1830  it  was  730,000,  and 
in  1860  reached  5,000,000  bales,  or  well  over  a million  tons. 

Neutral  Trade.  The  second  opportunity  came  with  the  outbreak  of  war 
between  France  and  her  neighbours  in  1792  and  Britain’s  entry  into  the 
fight  in  1793.  The  belligerents  leaned  heavily  on  the  neutral  United  States 
for  food  and  also  for  the  carriage  of  their  cargoes,  especially  those  composed 
of  West  Indian  produce.  In  1806  the  value  of  American  exports  was  five 
times  its  pre-war  figure;  but  60  per  cent  of  that  value  consisted  of  produce 
imported  from  the  islands  and  re-exported  as  American  property. 

By  that  time  the  war  had  become  a grim  struggle.  Britain  was  mistress 
of  the  seas,  Napoleon  master  on  land.  Each  tried  to  hurt  the  other  with 
trade  weapons,  but  since  the  blows  they  struck  hit  the  neutral  hard,  America 
tried  to  force  them  to  mend  their  ways.  For  a time  she  shut  her  own  ships 
up  in  port;  but  this  Embargo  (1808-1809)  seriously  hurt  the  ship-owners 
and  producers  of  export  staples.  Then  she  banned  all  intercourse  with  the 
British  and  French  empires,  but  that  plan  was  a complete  failure.  In  1811 
she  forbade  the  importation  of  British  Empire  goods  into  the  United  States, 
which  really  hurt  the  British.  In  1812  she  declared  war,  which  hurt  herself. 


for  the  British  Navy  blockaded  most  of  the  American  coast  and  merchant 
ships  were  bottled  up  in  port. 

The  coming  of  peace  in  1815  permitted  the  United  States  to  go  ahead 
free  of  serious  international  complications,  and  the  lines  of  its  development 
soon  became  clear.  They  included  the  westward  movement, 
From  1815  improvements  in  internal  transportation  facilities,  the  expan- 
to  the  sion  of  primary  production,  and  the  rise  of  manufacturing 

Civil  War  industries.  All  were  helped  by  the  flow  of  people  and  capital 
from  Europe.  British  money  played  a big  part  in  financing 
the  canals,  the  railroads,  the  banking  services,  and  foreign  trade.  The  influx 
of  labour  rose  from  a tiny  annual  trickle  of  less  than  10,000  immigrants 
before  1825  to  a flood  of  400,000  in  the  mid-fifties.  During  this  period  the 
United  Kingdom  supplied  over  half  the  new-comers— at  least  half  of  them 
from  Ireland— and  Germany  about  30  per  cent.  Some  were  skilled  artisans 
well  versed  in  the  new  ways  of  making  or  moving  goods;  some  were  prac- 
tised farmers,  equally  up-to-date  in  their  technique;  others  possessed  no 
special  aptitude  or  training.  All  three  kinds  were  welcome. 

The  Westward  Movement.  Though  the  movement  into  the  interior  had 
begun  long  before  1783,  the  migration  of  farm  settlers,  as  distinct  from  the 
journeys  of  fur-traders  and  soldiers,  had  not  been  very  large  or  gone  very 
far  by  that  date.  Now  it  quickly  gathered  volume,  speed,  and  range,  and 
for  more  than  a hundred  years  the  command  “Go  West!”  was  willingly 
obeyed.  So  great  was  the  moving  flood  that  by  1860  the  “centre  of  popula- 
tion” was  at  a point  on  the  Ohio  river  almost  exactly  south  of  Detroit  and 
nearly  500  miles  from  the  Atlantic  coast.  There  were  as  many  people  living 
west  of  that  centre  as  east,  and  as  many  north  of  it  as  south.  The  western 
edge  of  continuous  settlement  ran  from  Minnesota  almost  in  a straight  line 
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to  Texas.  There  were  outposts  in  Utah  and  other  mountain  regions,  some 
people  had  gone  all  the  way  across  to  Oregon,  and  in  1848  California  burst 
into  life  with  the  discovery  of  gold. 

Transportation.  In  the  New  World  transportation  improvements  served  a 
double  purpose:  they  smoothed  the  path  between  existing  settlements  and 
paved  the  way  from  settled  to  unoccupied  areas.  As  in  England,  the  first 
steps  were  the  making  of  roads  and  the  improvement  of  waterways.  Turn- 
pike companies  were  formed  to  construct  roads  and  bridges,  but  their  routes 
lay  through  well  settled  areas  that  could  provide  sufficient  toll  income  to 
reward  the  investors.  The  turnpike  was  therefore  unavailable  in  new  regions 
and  the  larger  task  of  providing  roads  soon  became  recognized  as  a state  or 
even  a federal  duty. 

Like  Canada,  the  United  States  had  many  natural  waterways,  but  they 
were  far  from  perfect  channels  in  their  original  condition.  Those  which  ran 
into  the  Atlantic  were  broken  by  rapids  and  waterfalls  in  their  upper 
reaches.  The  Mississippi  flowed  so  fast  that  while  downstream  traffic  was 
quick  and  cheap,  the  return  trip  was  almost  impossible,  except  for  small 
boats  fitted  with  sails  or  propelled  by  poles.  The  steamboat  solved  the 
Mississippi  problem.  Four  years  after  running  his  Clermont  from  New  York 
to  Albany,  Fulton  opened  a shipyard  at  Pittsburgh  (1811).  By  1815  a 
regular  service  between  that  city  and  New  Orleans  was  at  work.  By  1835 
an  upstream  journey  which  had  taken  three  months  by  sail  and  pole  was 
being  completed  in  a week.  The  federal  government  dredged  and  cleared 
the  more  serious  obstacles  from  the  river  and  its  main  tributaries,  the  Ohio 
and  Missouri;  steamboats  became  less  flimsy,  and  by  1860  a thousand  of 
them  were  plying  on  “old  man  river,”  while  many  others  were  serving  the 
needs  of  the  population  living  around  the  Great  Lakes. 

New  Orleans  in  1850 

Note  the  river-steamers  which  brought  bales  of 
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Canals.  Meanwhile  the  natural  waterways  were  linked  together  and  the 
rapids  or  falls  circumvented  by  canals.  The  most  ambitious  and  valuable 
project  was  the  Erie  Canal,  completed  in  1825  to  connect  Lake  Erie  at 
Buffalo  with  the  Hudson  at  Albany.  It  gave  cheap  carriage  between  New 
York  City  and  the  growing  population  on  both  sides  of  the  Lakes.  Upstate 
New  York,  Ohio,  and  Michigan  benefitted  greatly,  and  so  did  Ontario. 
Immigrants  and  manufactured  goods  went  up  the  Hudson,  then  along  the 
Canal;  farm  produce  and  some  lumber  went  down  it.  The  time  taken  to 
move  freight  from  Buffalo  to  New  York  was  cut  from  twenty  days  to  six, 
and  the  freight  rate  on  wheat  from  nearly  $100  to  less  than  $10  a ton. 

The  success  of  the  Erie  stimulated  a canal  boom  during  the  next  decade. 
Lakes  Ontario  and  Champlain  were  linked  with  the  Erie  Canal,  Lake  Erie 
with  the  Ohio  River,  and  Lake  Michigan  with  the  Mississippi.  Though  some 
of  these  canals  proved  useful,  their  limitations  were  serious.  They  could  not 
be  extended  to  reach  all  settled  parts  of  the  country,  or  to  join  the  expanding 
population  of  the  middle  and  upper  Mississippi  Valley  with  the  eastern  sea- 
board. They  could  not  permit  fast  traffic,  for  fear  of  washing  away  the 
canal  banks;  and  they  froze  in  winter.  Better  links  were  needed  if  traffic 
was  to  move  more  quickly  in  greater  volume  all  year  round  between  the  old 
east  and  the  new  west. 

Railroads.  The  railroad  provided  those  links.  The  first  public  line  was  the 
Baltimore  and  Ohio,  chartered  in  1827  and  operating  70  miles  of  track  by 
1832.  Most  of  the  early  lines  were  little  more  than  short  spurs  going  out 
from  harbours  or  were  portages  to  connect  rivers.  In  1850  no  railroad 
reached  far  inland;  but  during  the  next  decade  the  country  went  railroad- 
mad,  and  the  total  length  of  track  jumped  from  9,000  miles  in  1850  to 
30,000  in  1860.  Chicago,  St.  Louis,  and  other  midwest  centres  were  con- 
nected with  the  Atlantic  coast.  Pioneer  lines  opened  new  areas  for  settle- 
ment in  Missouri,  Iowa,  Minnesota,  and  Wisconsin,  and  the  produce  from 
the  heart  of  the  continent  could  now  find  its  outlet  or  market  in  the  east 
as  well  as  down  the  Mississippi  in  the  south. 

Though  nearly  all  the  lines  were  built  by  private  enterprise,  most  of  them 
received  subscriptions  of  bond  capital  from  cities,  counties,  and  states.  In 
Virginia  the  state  provided  two-fifths  of  the  money,  and  sometimes  more. 
Then  in  1850  the  federal  government  began  to  give  new  railroads  large 
grants  of  land  which  they  could  sell  or  mortgage  to  help  defray  the  costs  of 
construction  or  operation. 

Agriculture.  By  1860  the  eastern  third  of  the  country  had  a serviceable 
network  of  roads,  waterways,  and  railroads.  The  frontier  could  be  pushed 
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still  farther  westward,  and  those  who  settled  on  it  could  hope  to  get  their 
grain  and  livestock  to  market  almost  from  the  start  of  their  operations  on 
new  land.  The  pioneer  therefore  need  not  be  entirely  a subsistence  farmer, 
or  at  least  not  for  long.  While  the  frontiersman  continued  to  mine  the  soil, 
there  were  some  improvements  in  methods  and  some  use  of  fertilizers  in 
older  regions.  During  the  ’thirties  and  ’forties  reaping  machines  produced 
by  Hussey,  McCormick,  and  others  came  into  use,  thereby  enabling  the 
farmer  to  cut  15  acres  of  grain  in  a day  with  each  machine.  Corn  was  the 
largest  crop;  it  was  consumed  by  livestock  which  supplied  the  domestic 
meat  market  and  gradually  found  consumers  abroad.  Though  some  wheat 
was  exported  as  grain  or  flour,  the  freight  charges  on  land  and  sea  were  still 
too  heavy  to  permit  large  shipments  overseas.  In  1846  the  British  opened 
their  ports  duty  free  to  foreign  grain  and  meat,  but  better  and  cheaper  trans- 
portation facilities  were  needed  before  the  farmer  in  mid-America  could 
take  much  advantage  of  this  open  door  into  the  British  market. 

Cotton.  Down  south  cotton  was  king.  Half  of  the  4,000,000  slaves  were  on 
cotton  plantations.  As  the  demand  for  cotton  grew  and  as  old  lands  became 
exhausted  by  constant  cropping,  the  planter  moved  his  cotton  kingdom  ever 
westward.  In  1820  the  chief  cotton-producing  states  were  South  Carolina 
and  Georgia,  both  on  the  east  coast.  By  1860  the  list  read:  Mississippi, 
Alabama,  Louisiana,  Georgia,  and  Texas;  the  Gulf  and  river  states  were  now 
producing  three-quarters  of  the  whole  crop.  By  no  means  all  the  planters 
were  large  owners  of  land  or  slaves.  Half  of  them  were  small  producers 
with  less  than  five  “hands,”  only  a quarter  owned  more  than  ten,  and  only 
about  2,000  had  a hundred  or  more.  But  whatever  their  scale  of  operation, 
their  slaves  were  by  the  middle  of  the  century  costing  so  much  to  buy  that 
some  planters  demanded  that  the  importation  of  slaves,  which  had  been 
stopped  in  1808,  be  resumed,  in  the  hope  that  an  increased  supply  would 
bring  down  the  price.  All  of  them  needed  to  be  able  to  move  on  to  new 
areas,  taking  their  slaves  with  them,  when  the  old  land  was  worked  out. 
And  all  of  them  wanted  low  tariffs  or  free  trade,  so  that  they  would  pay 
less  for  the  goods  they  received  in  return  for  their  staple  export. 

On  all  these  points,  and  on  the  very  system  of  slavery  itself,  the  North 
disagreed  with  the  South.  The  debate,  far  from  reaching  a decision  or  even 
producing  mutual  understanding,  grew  more  bitter  as  it  proceeded,  and 
when  the  South  determined  to  pull  out  of  the  Union  in  order  to  be  able  to 
protect  or  advance  its  interests  as  it  saw  fit,  the  Civil  War  broke  out  in  1861. 
That  conflict  ended  in  dire  disaster  for  the  South.  To  the  North  it  brought 
much  dislocation,  inflation  of  the  currency,  and  diversion  of  capital  and 
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labour  alike.  On  the  other  hand  it  stimulated  the  growth  of  some  manu- 
facturing industries  and  did  no  more  than  halt  temporarily  or  slightly  the 
main  trends  of  development.  The  process  of  filling  up  half  a continent  went 
on  even  in  war-time,  then  gathered  pace  when  peace  came  in  1865. 

The  Westward  Movement,  Continued  and  Completed.  In  1861  over  a third 
of  the  country  had  been  more  or  less  settled.  By  1914  the  rest  was  occupied. 
The  rapidity  of  this  westward  flow  was  due  to  three  main  factors.  The  first 
was  the  extension  of  the  railroads.  In  1860  there  were  30,000  miles  of  track; 
in  1880  almost  100,000;  in  1900  about  200,000;  in  1915  over  260,000— and 
there  the  figure  has  remained  ever  since,  or  fallen  a little.  In  1869  the  first 
transcontinental  line  was  completed  and  six  others  were  laid  later.  Few 
habitable  parts  were  far  from  a railroad  in  1900. 

The  second  factor  was  the  ease  with  which  settlers  could  obtain  western 
land.  Until  1862  the  federal  government  had  sold  land,  originally  at  a 
minimum  of  $2  an  acre,  but  since  1820  at  $1.25.  It  had  given  some  away 
to  help  “internal  improvements”— roads  and  waterways— and  in  1850  added 
railroads  to  the  list.  In  1862  the  Homestead  Act  provided  that  the  head  of 
a family  could  take  up  a quarter-section  ( 160  acres ) of  public  land  and 
become  the  owner  of  it  after  five  years’  residence,  on  payment  of  a registra- 
tion fee  of  $10.  By  other  laws  he  could  “pre-empt”  another  quarter-section 
for  $1.25  an  acre  and  get  still  more  land  under  certain  conditions. 

This  free  or  cheap  land  might,  however,  be  a long  way  from  a railroad. 
Settlers  who  wished  to  be  nearer  the  tracks  must  pay  a higher  price  for 
government  land  or  buy  some  of  the  120,000,000  acres  given  the  railroads 
by  the  federal  and  state  governments.  The  railroads  were  eager  to  sell 
because  they  wanted  both  the  money  and  the  settlers  whose  produce  would 
provide  freight  for  their  lines.  Hence  they  sold  at  reasonable  prices  and  did 
much  to  induce  Americans  and  Europeans  to  come,  buy,  and  settle  down. 
The  migrant  could  therefore  get  land  for  a farm  free  or  cheaply. 
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The  third  factor  was  the  discovery  of  rich  mineral  deposits  in  the  moun- 
tain states  and  the  suitability  of  vast  western  areas  for  cattle  ranching. 
There  was  thus  a mining  frontier  and  a cattle  frontier  as  well  as  a farming 
frontier.  Gold,  silver,  copper,  and  lead  were  found  in  “them  thar  hills,” 
attracting  miners  to  Arizona,  Nevada,  Utah,  Colorado,  and  Montana.  Mean- 
while the  westward  extension  of  railroads  made  it  easy  to  transport  cattle 
and  sheep  from  the  ranch  country  to  markets  farther  east. 

Thanks  to  these  factors  the  west  was  quickly  filled  up.  By  1910  the 
“centre  of  population”  was  about  100  miles  south  of  Chicago.  West  of  that 
centre  lived  45,000,000  people  on  millions  of  farms  or  ranches,  in  thousands 
of  small  towns,  and  in  about  thirty  middle-sized  or  large  cities  which  served 
this  vast  young  rural  empire.  The  pace  had  been  fast  and  many  had  fallen 
by  the  wayside.  There  had  been  much  suffering,  failure  and  fraud;  the  land 
laws  had  been  badly  framed,  “criminally  evaded  and  negligently  enforced” 
(Faulkner),  and  many  areas  proved  too  dry  or  fickle  of  climate  for  safe 
settlement.  Yet  the  net  result  was  a great  addition  to  the  country’s  capacity 
to  produce.  By  1910  there  were  more  than  6,000,000  farms— three  times  as 
many  as  in  1860. 

The  prairie  farmer’s  first  love  was  usually  wheat.  Cheap  barbed  wire 
allowed  him  to  enclose  his  fields.  An  improved  steel  plough  enabled  him  to 
break  the  heavy  black  soil.  New  kinds  of  seed  became  available  which 
would  grow  and  mature  quickly  in  the  short  summer  of  the  northern  states 
(Minnesota  and  the  Dakotas)  or  thrive  in  areas  of  low  rainfall,  such  as 
Kansas.  The  reaper  was  displaced  by  the  binder,  which  not  merely  cut  the 
grain  but  tied  it  up  into  sheaves;  threshers  driven  by  steam  engines  began 
to  tour  the  wheat  regions;  and  as  the  farmer  was  thus  able  to  harvest  a larger 
crop  in  a given  time  without  hiring  more  hands,  he  increased  his  arable 
acreage.  Later  on  he  was  to  be  helped  still  further  by  the  coming  of  the 
“combine”  and  the  tractor,  but  that  story  belongs  to  the  twentieth  century. 

New  milling  machines,  which  used  steel  rollers  instead  of  stones,  came 
into  use  after  about  1880  and  ground  the  hardest  wheat  into  better  flour. 
Bulk  storage  in  elevators,  bulk  transportation  in  box-cars  and  ships’  holds, 
and  bulk  selling  facilitated  the  flow  of  the  crop  to  the  growing  industrial 
markets  or  ports  of  the  eastern  states.  In  the  1870’s  the  shipments  to  western 
Europe  rose  to  flood-tide,  remained  high  till  about  1900,  then  began  to 
decline.  The  American  consumer  was  now  buying  more  of  the  crop,  and  at 
the  same  time  his  appetite  for  bacon,  pork,  butter,  and  milk  was  growing. 
Mid-west  farmers  therefore  turned  their  attention  from  wheat  to  hogs,  dairy 
cattle,  and  corn-growing.  The  wheatfields  moved  further  west  and  south- 
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west  where  the  climate  was  drier,  but  where  vast  fields  could  be  tilled  with 
the  new  machines  which  were  coming  into  use. 

The  rapid  expansion  of  farming  was  partly  responsible  for  the  heavy 
decline  in  farm  prices  between  1873  and  1896.  Prices  had  soared  high 
during  the  Civil  War;  inevitably  they  collapsed  when  peace  came,  but  the 
downward  trend  continued  till  nearly  the  end  of  the  century.  Low  prices 
were  sometimes  accompanied  by  low  yields,  for  farmers  who  ventured  west 
of  about  95°  longitude— Winnipeg  is  97 “—entered  a region  of  low  and  vari- 
able rainfall  and  of  uncertain  climate.  Hence  there  was  much  misfortune 
and  suffering,  and  farmers’  discontent  led  to  a combination  of  voluntary 
efforts  at  cooperation  and  of  demands  that  governments  relieve  the  pressure 
by  forcing  costs  down  or  lifting  prices.  They  stirred  up  legislatures  in  their 
state  capitals  or  in  Washington  to  pass  laws  regulating  railroads,  elevator- 
owners,  and  others  who  seemed  to  be  charging  the  farmers  unjust  prices  for 
services  rendered;  but  there  was  little  improvement  in  their  lot  until  prices 
turned  upward  of  their  own  accord  after  1895. 

With  that  upturn  prosperity  gradually  covered  the  countryside.  World 
War  I carried  prices  to  more  than  double  the  level  of  1914,  created  a vast 
demand  for  food  for  western  European  armies,  evoked  a wide  expansion  of 
grain-growing  over  lands  hitherto  untilled,  and  led  farmers  to  buy  lands  at 
high  prices  with  borrowed  money.  Peace  reduced  the  demand  for  American 
produce  as  European  farmers  got  back  to  working  their  lands.  Prices  broke 
sharply  in  1920,  losing  over  half  their  recent  gains.  But  the  high  cost  of  land, 
of  credit,  labour,  and  taxes  did  not  fall  in  proportion.  Consequently  farmers 
were  in  difficulties  once  more  and  had  only  just  emerged  from  them  when 
the  depression  of  1929-32  plunged  them  into  deeper  distress  than  they  had 
ever  experienced  before.  How  they  fared  we  shall  see  in  the  next  chapter. 
The  South.  After  the  Civil  War  the  South  faced  the  painful  task  of  working 
out  a new  way  of  life  and  labour.  The  slaves  now  had  freedom,  but  little 
else.  Their  former  owners  had  lost  their  main  capital  when  they  lost  the 
slaves— and  much  of  it  had  been  borrowed.  Some  of  them  tried  to  work 
their  plantations  by  hiring  the  ex-slaves  as  wage-labourers,  but  this  plan 
failed.  They  then  cut  their  estates  up  into  small  farms,  perhaps  of  forty 
acres  apiece.  Some  of  these  were  sold,  some  were  leased  for  a fixed  rent, 
but  most  were  let  on  a “share-cropping”  contract.  In  the  last  case,  the 
cropper  might  provide  only  the  labour  of  himself  and  his  family;  the  land- 
lord supplied  the  seed,  fertilizer,  mules,  tools,  etc.,  and  took  two-thirds  of 
the  crop.  If  the  cropper  supplied  more  than  labour  his  share  would  be 
greater  in  proportion,  up  to  half  or  two-thirds. 
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Though  some  croppers  were  so  successful  that  they  saved  enough  money 
to  become  cash  tenants  or  even  small  owners,  most  of  them  did  not.  White 
tenants  or  small  owners  who  had  worked  their  farms  without  slaves  were 
not  so  badly  shaken  by  the  great  upheaval  and  they  did  much  to  pull  the 
South  out  of  the  worst  of  its  troubles.  Yet  all  of  them  had  to  wrestle  with 
the  same  general  problems  which  beset  the  South— lack  of  capital  and  primi- 
tive banking  facilities.  The  little  producer  was  in  debt  to  the  merchant, 
storekeeper,  or  landlord;  he  got  advances  of  food  and  of  what  he  needed  for 
his  farming,  and  the  rates  of  interest  were  terribly  high,  partly  because  the 
risks  were  very  great. 

Cotton  production  fell  from  5,000,000  bales  in  1860  to  2,000,000  at  the 
end  of  the  war.  By  1896  it  was  up  to  11,000,000  bales,  and  this  great  increase 
helped  to  depress  the  price.  By  1914  the  crop  had  climbed  to  16,000,000 
bales,  prices  were  improving  and  better  banking  facilities  were  available. 
But  the  boll  weevil  pest,  which  had  come  in  from  Mexico  to  Texas  before 
1900,  was  spreading,  ravaging  large  areas  and  forcing  many  farmers  to  turn 
from  cotton  to  livestock,  dairy  produce,  vegetables,  and  fruit.  For  these 
products  there  was  a market  in  the  cities  up  north  or  in  the  new  textile  and 
iron-making  towns  that  were  growing  up  in  the  South.  During  the  ’twenties 
methods  of  fighting  the  boll  weevil  combined  with  good  prices  to  lift  cotton 
production  to  a record  high  of  19,000,000  bales.  When  depression  came  in 
1929  prices  fell  heavily,  much  of  the  crop  could  not  be  sold,  and  the  govern- 
ment tried  to  persuade  or  force  farmers  to  reduce  their  acreage.  It  suc- 
ceeded in  doing  so— until  prices  recovered,  when  the  production  curve 
soared  again.  Since  then  cotton  growing  has  been  introduced  into  California 
where  large  irrigated  plantations  are  worked  with  tractors,  modern  ploughs, 
and  cultivators,  and  mechanical  cotton-pickers,  which  at  last  have  become 
satisfactory  implements. 

Meanwhile  the  South  has  turned  once  more  in  part  to  diversified  farming. 
In  some  parts  cotton  has  been  dethroned  by  the  cow.  Beef  and  dairy  cattle 
have  been  crossed  with  “Brahman”  stock  brought  from  India.  The  oriental 
strain  makes  them  able  to  thrive  in  the  hot  humid  climate  of  the  Gulf  states. 
The  great  expansion  of  manufacturing  industries  in  the  South  during  and 
since  World  War  II  provides  a market  for  butter,  beef,  and  milk.  Southern 
rural  life  has  thus  become  more  balanced  and  less  dependent  on  one  crop. 
Yet  cotton  remains  the  first  love  and  the  largest  source  of  income. 

SUPPLEMENTARY  READING 


See  list  at  end  of  Chapter  XIII. 
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By  the  Civil  War  the  United  States  had  passed  through  most  of  the  early 
stages  of  industrialization.  There  had  been  much  domestic  manufacture  for 
family  use.  The  retail  craftsman  had  served  customers  with  shoes  and 
clothes.  Processing  industries  had  grown  up  to  cut  lumber,  grind  grain,  gin 
cotton,  and  tan  leather.  Consumers’  goods  industries,  especially  cloth- 
making, had  gone  through  the  putting-out  system  into  factories.  Immigrant 
skill  supplemented  or  trained  the  native  supply  of  labour.  To  imported 
machines  and  methods  American  inventors  added  many  labour-saving  or 
skill-dispensing-with  devices.  Coal  deposits  were  mined  once  canals  and 
railroads  gave  them  access  to  markets.  The  production  of  iron,  copper,  and 
lead  became  substantial.  Capital  goods  industries  were  born.  The  pace  of 
these  developments  was  getting  faster;  yet  the  sum  total  of  them  in  1860 
still  left  the  secondary  industries  far  below  the  primary  occupations  in  the 
number  of  workers  and  the  value  of  products. 

The  next  fifty  years  saw  this  position  reversed.  Between  1860  and  1910 
the  population  rose  200  per  cent,  but  the  number  of  industrial  wage-earners 
rose  400  per  cent  and  the  value  of  their  output  1,000  per  cent.  By  1910  the 
United  States  had  become  the  largest  industrial  nation  in  the  world.  True, 
the  nation  covered  half  a continent,  and  comparison  with  countries  of  far 
smaller  size  therefore  means  little.  A more  useful  way  of  putting  the  matter 
is  to  say  that  the  “Industrial  Europe”  which  stretched  from  the  British  Isles 
to  Berlin  was  now  matched  by  an  “Industrial  America,”  which  in  some 
respects  greatly  excelled  its  European  counterpart  in  the  volume  and  variety 
of  its  natural  resources  and  in  the  way  it  exploited  them. 

Factors  Favouring  Industrialization.  The  speedy  growth  to  great  size  was 
due  to  many  factors.  (1)  The  United  States  was  a large  and  expanding 
market.  Population  grew  from  31,000,000  in  1860  to  76,000,000  in  1900  and 
151,000,000  in  1950.  It  was  also  a protected  market.  The  tariff  wall  was 
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raised  during  the  Civil  War,  taken  much  higher  and  spread  wider  in  later 
years,  until  it  became  one  of  the  highest  in  the  world.  Inside  it  was  a free 
trade  market,  well  knit  together  by  rail,  river,  lake  route  and  road. 

( 2 ) The  country  had  great  quantities  of  nearly  all  the  raw  materials  and 
power  resources  that  it  needed.  There  was  abundant  coal,  petroleum, 
natural  gas,  and  falling  water  to  provide  power  and  heat;  large  deposits  of 
iron,  copper,  silver,  lead  and  zinc;  and  vast  forests.  Most  of  the  minerals 
were  found  in  rich  veins  or  seams  which  could  be  dug  out  economically 
with  machinery;  and  some  of  them  were  so  near  the  surface  that  they  could 
be  extracted  by  “open-cut”  mining.  The  iron  ore  deposits  at  the  west  end/ 
of  Lake  Superior  were  covered  with  only  a thin  layer  of  earth.  This  was^ 
scraped  off,  the  ore  was  blasted  loose,  loaded  by  giant  shovels  into  trains; 
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vast  growth  of  power  from  minerals. 
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of  trucks,  run  down  to  Duluth  and  conveyed  by  boat  to  some  port  near  the 
blast-furnaces.  Ironmasters  thus  got  their  ore  “as  cheap  as  dirt.”  Only  for 
a few  minerals,  such  as  nickel,  tin,  asbestos,  and  manganese,  for  two  fibres 
(silk  and  jute),  and  for  rubber  was  the  country  entirely  dependent  on 
external  supplies. 

(3)  The  processing  industries  grew  with  the  spread  of  lumbering  and 
the  expansion  of  agriculture  and  ranching.  The  processes  were  revolu- 
tionized by  the  roller-milling  of  grain,  the  mechanical  cream  separator  for 
the  dairy  industry,  the  coming  of  cheap  tin  cans,  and  the  organization  of 
large  slaughter-houses  and  packing  plants. 

(4)  The  natural  growth  of  the  native  population  and  the  rising  tide  of 
immigration  supplied  the  labour  needed  for  industrial  expansion.  Between 
1870  and  1900  annual  immigation  fluctuated  between  300,000  and  800,000. 
Then  the  stream  became  a flood,  and  during  six  of  the  years  between  1900 
and  1914  over  a million  new-comers  landed  on  American  soil.  The  old  flow 
from  Germany,  Scandinavia,  and  the  British  Isles  almost  dried  up  after 
1880,  but  in  its  place  came  a larger  one  from  central,  eastern,  and  southern 
Europe.  Many  of  these  “new  immigrants”  were  illiterate  and  poor.  They 
had  little  desire  to  go  on  the  land,  and  in  any  case  there  was  not  much  free 
land  left  for  them  to  go  on.  They  might  have  little  manual  skill  of  the  kind 
America  needed;  but  they  could  be  taught  quickly  how  to  feed  the  auto- 
matic machines,  they  did  not  object  to  heavy  or  repulsive  tasks,  and  the 
wages  they  received  were  a fortune  when  compared  with  what  they  had 
earned  in  Europe.  When  the  supply  of  them  was  cut  off  by  war  in  1914 
coloured  workers  moved  in  from  the  south  to  fill  much  of  the  gap. 

(5)  The  organizers  of  industry  had  a fairly  free  hand  to  plan  and  perform 
as  they  wished.  No  conservative  ideas  or  traditions,  no  powerful  labour 
unions  or  strict  factory  acts  restrained  them.  They  could  apply  their  inven- 
tive or  organizing  ingenuity  to  the  problem  of  producing  great  quantities 
of  standardized  articles.  The  two  most  challenging  aspects  of  that  problem 
were  (a)  the  subdivision  of  the  job  almost  to  the  point  of  “one  movement 
one  man,”  and  (b)  the  designing  of  a machine  which  would  allow  each 
movement  to  be  done  mechanically  rather  than  by  manual  action.  In  the 
meat  packing  industry  the  task  of  killing  and  cutting  up  animals  became  so 
subdivided  that  in  the  1920’s  it  took  44  men,  each  doing  a different  thing, 
to  deal  with  a cow,  31  to  handle  a hog,  and  38  to  dismember  a sheep.  More 
than  200  operations  were  involved  in  assembling  the  rather  simple  auto- 
mobile engine  of  those  days.  How  this  subdivision  of  labour  was  combined 
with  a similar  specialization  in  machines  we  shall  see  in  a moment. 
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(6)  Some  American  products  found  markets  abroad,  as  well  as  at  home, 
because  they  were  cheap.  Others  were  new  kinds  of  articles,  such  as  elec- 
trical appliances,  cars,  cameras,  and  movie  films;  and  American  supplies  of 
them  were  on  the  market  almost,  or  quite,  as  soon  as  were  European 
goods.  Some  “Yankee”  wares,  designed  to  save  time  and  labour,  suited  the 
needs  of  other  new  countries;  farm  implements,  the  tractor,  and  domestic 
appliances  appealed  to  Canadians  and  Australians  as  much  as  to  Americans. 
Coal  and  Oil  The  consumption  of  coal  used  to  be  a good  measure  of  indus- 
trial growth.  In  1860  the  United  States  mined  13,000,000  tons;  by  1910  the 
figure  was  thirty-five  times  as  large,  though  the  population  had  only  trebled; 
and  war  demands  pushed  output  up  to  nearly  700,000,000  tons  in  1918. 
From  that  peak  it  fell  when  peace  came.  The  more  economical  use  of  coal, 
the  growing  use  of  oil  fuel,  and  depression  made  coal-mining  a sick  industry 
during  the  ’thirties,  with  too  many  mines  and  miners,  cut-throat  competition, 
and  bitter  relations  between  owners  and  workers.  World  War  II  dispelled 
the  gloom;  but  the  industry  is  vulnerable,  and  the  rapid  growth  in  the  use 
of  the  Diesel  railroad  engine,  whose  oil  fuel  bill  is  about  half  that  of  a 
comparable  coal-burning  engine,  is  reducing  further  the  coal  purchases  of 
one  great  customer. 

The  first  American  oil  well  was  drilled  in  Pennyslvania  in  1859.  The  oil 
was  refined  to  yield  kerosene  and  lubricating  oil.  The  former  gave  a much 
better  light  than  did  candles  or  whale  oil,  and  also  served  the  kitchen  stove; 
so  the  demand  for  kerosene  became  world-wide,  especially  from  people  who 
lived  beyond  reach  of  coal  gas.  The  lubricating  oil  came  as  a godsend  to 
manufacturers  and  railroad  men,  who  had  never  been  able  to  get  sufficient 
good  grease  from  other  sources  to  keep  their  machines  and  engines  oiled 
for  fast  movement. 

Russia  and  North  America  were  the  two  chief  oil  producers.  By  1900  the 
American  output  had  passed  60,000,000  barrels,  but  little  of  it  was  refined 
to  provide  gasoline  or  fuel  oil.  Within  ten  years  the  conversion  of  ships 


First  American  oil  well, 
at  Titusville  in  Western 
Pennsylvania,  1859. 


188 


THE  STORY  OF  TRADE  AND  COMMERCE 


from  coal  fuel  to  oil  and  the  emergence  of  the  automobile  had  ehanged  both 
the  character  and  the  volume  of  the  demand.  Fortunately,  vast  new  oil- 
fields were  found,  chiefly  in  the  southwest  and  west— Oklahoma,  Kansas, 
Texas,  and  California— and  in  more  recent  times  further  north,  as  far  as  the 
Canadian  border  and  across  it.  The  insatiable  thirst  of  the  motor  engine 
could  therefore  be  satisfied,  but  only  by  raising  production  from  the 
60,000,000  barrels  of  1900  to  over  a billion  in  1929  and  nearly  twice  that 
amount  in  1950. 

Most  of  the  power  generated  from  oil  went  into  transportation.  But  the 
natural  gas  that  was  found  underground,  usually  in  oil-bearing  regions,  was 
piped  to  industrial  areas  far  away  and  became  a minor  souree  of  industrial 
energy.  So  also  did  water-power.  Water-wheels  had  driven  the  machines 
in  the  early  flour,  lumber,  and  textile  mills.  After  1890,  when  water  was 
harnessed  to  make  hydro-electricity,  some  industries  loeated  themselves 
near  the  power-plants,  for  instance  at  Niagara;  but  as  it  became  possible  to 
transmit  electricity  longer  distances  over  wires,  falls  could  be  harnessed  in 
remote  places  where  no  industry  was  likely  to  be  set  up. 

Iron  and  Steel.  Iron  and  steel  production  is  essential  to  the  full  development 
of  an  industrial  society.  Consequently  a sixteen-fold  increase  in  the  amount 
of  pig  iron  produced  between  1870  and  1910  is  a good  measure  of  the  paee 
at  which  American  heavy  industry  was  growing.  An  increasing  part  of  the 
“pig”  was  turned  into  steel.  By  1910  the  output  of  steel  had  elimbed  above 
that  of  Great  Britain,  and  the  demand  of  the  war  years,  then  the  boom  of 
the  ’twenties,  trebled  the  production  in  two  decades.  Depression  hit  steel 
as  hard  as  it  did  coal,  and  at  the  worst  point  in  the  ’thirties  the  steel  mills 
were  producing  only  15  per  cent  of  what  they  were  eapable  of  making. 
World  War  II  gave  them  full  employment  and  post-war  demands  called  for 
the  eonstruction  of  more  blast-furnaces,  open  hearths,  and  mills  for  giving 
the  steel  the  shape  desired. 

The  Pittsburgh  area  was  the  first  great  home  of  the  industry,  using  loeal 
ore,  eoal,  and  limestone.  When  ore  began  to  be  mined  at  the  west  end  of 
Lake  Superior  about  1880,  Pittsburgh’s  distanee  ( 130  miles ) from  Cleveland 
or  any  other  Lake  Erie  port  plaeed  her  at  some  disadvantage  in  competition 
with  steel  plants  that  were  built  on  the  water’s  edge,  e.g.,  at  Gary  on  Lake 
Michigan  and  at  Buffalo.  Production  therefore  beeame  more  dispersed.  By 
1950  the  ore  from  the  Superior  mines  was  running  lower  grade  and  the 
country  was  relying  inereasingly  on  supplies  from  Labrador,  Newfoundland, 
South  America  and  elsewhere.  Plants  near  to  east  coast  ports  grew  in 
importance  and  the  supremacy  of  Pittsburgh  was  threatened  further. 
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At  every  stage  the  industry  sought  large-scale  production  and  labour- 
saving  devices.  Powerful  shovels  scooped  the  ore  out  of  the  open-cut  mine. 
Machinery  quickly  loaded  and  unloaded  the  gigantic  ore  boats.  The  Bes- 
semer converter,  which  held  only  ten  to  twenty  tons  of  liquid  metal,  was 
replaced  by  the  open  hearth  furnace,  which  was  increased  in  size  till  it 
treated  250  tons  in  one  batch.  Powerful  cranes  or  magnets  carried  the  great 
lumps  of  steel  from  one  part  of  the  works  to  another.  Producers  of  raw  steel 
built  plants  adjacent  to  the  open  hearths,  in  which  the  steel  could  be  rolled 
into  finished  shapes  without  having  to  be  re-heated.  Integration  was  the 
policy  of  American  firms  as  it  was  of  British,  and  some  companies  sought 
to  acquire  everything  they  needed,  from  ore  and  coal  mines  to  rolling  mills. 

Iron  and  steel,  along  with  the  growing  supplies  of  copper,  lead,  zinc, 
aluminium,  and  other  metals,  were  the  raw  materials  for  the  machine- 
makers  and  the  railroads,  the  electricians,  the  automobile  industry,  and  the 
skyscraper-builder.  There  is  no  space  to  spare  for  examining  these  indus- 
tries, or  such  other  very  important  ones  as  the  food  processing  and  textile 
industries.  We  must  be  content  with  a glance  at  the  one  which  was  most 
spectacular  in  its  rise  and  far-reaching  in  its  effects. 

The  Automobile  Industnj,  Germans  invented  the  gasoline  engine,  French- 
men designed  the  chassis,  and  an  Irishman  ( Dunlop ) produced  the  air-filled 
tyre.  Americans  meanwhile  were  working  chiefly  on  steam  or  electric 
“horseless  buggies.”  When,  however,  they  were  converted  to  the  gasoline 
engine  by  the  successes  of  the  European  pioneers  they  soon  added  their  own 
contribution— mass  production.  In  1908  Henry  Ford  made  10,000  cars,  all 
alike  in  shape,  colour  (black)  and  price.  The  methods  he  used  soon  became 
standard  practice  throughout  the  industry.  They  included  ( I ) intense  divi- 
sion of  labour,  with  each  worker  doing  one  small  process  or  job;  (2)  a 
similar  division  of  equipment,  with  each  machine  automatically  doing  the 
one  task  for  which  it  had  been  designed;  (3)  the  building  of  the  standard- 
ized parts  into  the  finished  car  by  the  assembly  line  method,  with  a row  of 
men  standing  beside  a moving  track,  each  adding  his  allotted  part  to  the 
car  as  it  passed  by;  (4)  a carefully-planned  “lay-out”  of  the  factory,  so  that 
the  materials  would  flow  smoothly  from  process  to  process,  and  an  elaborate 
system  of  conveyors  which  would  take  the  material  to  the  worker  rather 
than  have  him  going  to  it. 

These  methods  made  mass  production  possible,  reducing  costs  and  sale 
prices  in  spite  of  improvements  in  the  efficiency  and  comfort  of  the  vehicle. 
For  the  mass  product  there  was  a mass  market,  provided  sufficient  gasoline 
was  available  and  a satisfactory  marketing  system  could  be  evolved.  The 
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gasoline  proved  to  be  abundant  and  cheap,  the  marketing  system  developed 
such  features  as  instalment  buying,  the  finance  company,  the  “trade  in,” 
and  the  used  car  market.  Consequently  the  annual  output  of  cars  passed 
the  million  mark  in  1916  and  reached  5,600,000  in  1929.  In  that  year  the 
industry  was  the  largest  single  American  manufacturer  in  the  value  of  its 
output.  Its  metropolis,  Detroit,  had  become  the  fourth  city  in  the  land. 

Depression  cut  the  demand  down  by  three-fourths,  but  with  recovery 
much  of  the  lost  ground  was  regained.  In  1939  the  industry’s  statisticians 
claimed  that  the  production,  operation,  and  servicing  of  gasoline  vehicles 
furnished  employment,  directly  and  indirectly,  to  6,500,000  workers— over 
half  of  them  truck-drivers— or  one-seventh  of  the  total  “gainfully  employed” 
population  of  the  country.  They  quoted  estimates  that  Americans  spent  a 
tenth  of  their  income  on  their  cars,  which  put  the  automobile  fourth  on  the 
family  budget,  after  food,  housing,  and  clothing.  These  figures  may  not  be 
exact,  yet  they  do  indicate  how  a new  industry  had  within  less  than  forty 
years  become  a vital  part  of  North  American  production  and  consumption. 
When  war  came  the  gasoline  engine  was  put  to  many  new  uses,  and 
the  industry  switched  to  meeting  the  new  kind  of  demand.  When  peace 
returned,  the  clamour  for  cars  contributed  much  to  the  post-war  boom. 
Results  of  Industrialization.  The  growth  of  manufactures  had  far-reaching 
effects  on  most  aspects  of  the  nation’s  life.  ( 1 ) The  population  became  more 
town-dwelling.  In  1860  only  16  per  cent  of  the  people  lived  in  communities 
of  8,000  inhabitants  or  more;  in  1930  the  figure  was  49  per  cent,  and  about 
12  per  cent  were  crowded  in  cities  of  a million  inhabitants  apiece.  ( 2 ) The 
percentage  of  people  gainfully  employed  in  manufacturing  rose  from  17  in 
1860  to  30  in  1930,  while  that  of  farm,  forest,  and  fishery  workers  fell  from 
66  to  22.  ( 3 ) There  was  a great  change  in  the  relative  contribution  of  manu- 
facturing and  agriculture  to  the  nation’s  income.  In  1860  agriculture  yielded 
about  30  per  cent  of  the  total  income  and  industry  about  12  per  cent.  By 
1900  the  two  figures  were  roughly  equal;  and  by  1940  the  1860  percentages 
were  almost  exactly  reversed.  Since  then  the  factories  have  continued  to 
yield  about  a third  of  the  national  income,  agriculture  only  about  one-tenth. 
(4)  Foreign  Trade.  The  nature  and  direction  of  foreign  trade  were  greatly 
altered.  Betwen  1860  and  1930  the  export  of  manufactured  or  semi-manu- 
factured goods  rose  from  16  per  cent  of  the  total  to  66;  that  of  foodstuffs 
and  raw  materials  fell  from  84  per  cent  to  34.  With  this  growth  of  industrial 
exports  came  a widening  of  the  market.  Until  1880  Europe  bought  at  least 
80  per  cent  of  the  exports,  with  Canada  and  South  America  taking  nearly 
all  the  rest.  When  Canada  began  to  go  ahead  after  1896  she  became  a much 
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better  customer,  especially  for  the  manufactured  goods  her  neighbour  now 
had  to  offer.  By  1913  she  was  buying  15  per  cent  of  all  the  United  States 
exports  and  has  continued  to  do  so  ever  since.  Asia,  including  Japan,  the 
Philippines  and  China,  became  a larger  buyer  after  1900,  while  Africa  and 
Australia  were  small  but  growing  customers.  Meanwhile  Europe’s  share 
declined  from  the  old  80  per  cent  to  half  that  figure  by  1914.  Thus  the 
United  States  became  a world  trader.  But  the  total  value  of  her  peace-time 
exports  has  never  been  more  than  10  per  cent  of  her  total  output,  whereas 
Britain  at  her  height  exported  a third  and  Germany  a quarter. 

In  addition  to  exporting  industrial  products,  the  United  States  began  to 
export  industries.  Here  and  there  a manufacturer  found  that  some  foreign 
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market  was  so  large,  profitable,  or  promising,  or  the  tariff  wall  around  it  was 
getting  so  high,  that  he  decided  to  set  up  a branch  factory  there.  This 
happened  especially  in  Canada,  but  also  in  other  parts  of  the  British  Com- 
monwealth as  well  as  elsewhere. 

As  the  export  trade  changed  in  kind  and  direction,  so  also  did  the  return 
traffic.  In  the  1850’s  finished  manufactured  goods,  chiefly  from  Europe, 
accounted  for  half  the  imports;  in  the  1930’s  the  figure  had  dropped  to  20 
per  cent.  In  the  same  period  raw  materials  jumped  from  10  per  cent  to  36, 
because  expanding  industries  needed  to  supplement  the  local  supply  of 
lumber,  hides,  and  wool,  or  had  to  depend  entirely  on  foreign  producers  of 
silk,  rubber,  jute,  tin,  and  alloy  metals.  In  the  1930’s  the  country  bought  a 
third  of  its  total  imports  in  Asia,  chiefly  silk,  rubber,  tin,  and  jute.  It  bought 
twice  as  much  from  Canada,  in  the  form  of  lumber,  pulp,  newsprint,  nickel, 
etc.,  as  it  did  from  the  British  Isles  in  the  form  of  whisky,  cloth,  and  every- 
thing else.  Manufactures  have  lost  their  old  importance  in  the  list  of 
imports,  save  for  a few  luxuries  or  specialties;  their  place  has  been  taken  by 
raw  materials,  foodstuffs  (such  as  coffee),  and  semi-manufactured  materials, 
which  come  mostly  from  other  continents  than  Europe. 

(5)  From  Debtor  to  Creditor.  Industrialization  helped  to  convert  the 
United  States  from  a debtor  to  a creditor  nation.  As  we  saw  in  Chapter  XI, 
American  exports  had  to  pay  for  visible  and  invisible  imports,  including 
the  dividends  and  interest  due  to  foreign  investors  in  American  stocks  and 
bonds.  By  the  early  twentieth  century,  however,  her  annual  surplus  of 
commodity  exports  contained  a certain  amount  of  capital  exports  as  well. 
The  country  now  could  meet  its  own  requirements  for  funds  and  had  some 
to  spare  for  investment  in  Mexico,  Canada,  Cuba,  and  Europe. 

During  World  War  I France  and  Britain  had  to  sell  some  of  the  “dollar 
securities”  held  by  their  citizens  in  order  to  pay  for  munitions,  and  America 
thereby  became  less  of  a debtor  to  them.  In  addition  Americans  and  their 
government  lent  about  $10,900,000,000  to  the  Allies  after  the  United  States 
entered  the  war  ( 1917).  During  the  ’twenties  they  lent  or  invested  at  least 
another  $10,000,000,000.  Some  of  this  sum  went  to  Germany  and  helped 
her  pay  reparations  to  her  victors  as  well  as  improve  her  industry  and  agri- 
culture; some  of  it  was  lent  to  governments  in  all  continents;  the  rest  went 
out  to  establish  branch  plants,  oil  wells,  mines,  and  other  enterprises.  By 
1929  therefore  it  was  estimated  that  America  had  $17,000,000,000  invested 
abroad,  apart  from  the  war  debts;  that  foreigners  held  about  $9,000,000,000 
in  American  securities  or  other  property;  so  the  United  States  had  become 
a substantial  creditor  nation. 
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Even  before  the  great  depression  came  Americans  had  ceased  sending 
capital  overseas,  partly  because  they  thought  they  could  earn  more  income 
on  it  in  stock  market  speculation.  After  the  crash  there  was  very  little  more 
foreign  investment  for  at  least  a decade.  The  war  debts  were  defaulted, 
since  there  was  no  way  by  which  debtors  could  pay  the  instalments  in  face 
of  the  high  tariff  which  shut  out  many  of  their  goods.  Some  of  the  invest- 
ments went  bad.  Yet  enough  remained  to  keep  the  United  States  in  the 
creditor  column. 

Shipping.  Amid  all  this  growth  of  industry  and  commerce  one  form  of 
enterprise  decayed.  We  saw  in  Chapter  VIII  how  the  golden  age  of  the 
wooden  sailing  ship  ended  with  the  coming  of  the  iron  steamship.  For  that 
struggle  the  American  merchant  marine  was  disabled  by  the  the  exhaustion 
of  coastal  supplies  of  cheap  ship  timber,  then  by  the  superior  quality  and 
lower  price  of  British  iron  ships  and  engines.  These  disabilities  were  pain- 
fully visible  by  I860.  Then  came  the  Civil  War  (1861-65).  Swift  armed 
cruisers  sent  out  by  the  southern  states  preyed  as  privateers  on  northern 
vessels,  captured  over  250  prizes,  and  scared  shipowners  into  selling  their 
vessels  to  neutrals  or  transferring  them  to  a foreign  flag. 

By  1870  American  ships  were  carrying  only  half  their  country’s  cargoes; 
in  the  ’fifties  the  fraction  had  been  two-thirds.  No  American  capitalists  felt 
disposed  to  risk  their  funds  in  developing  an  ocean  steamship  service,  for 
the  cost  of  building  and  of  operating  would  have  been  far  higher  than  that 
of  European  vessels.  Further,  an  old  law  of  1789  did  not  permit  foreign- 
built  vessels  to  be  registered  as  American,  so  it  was  impossible  to  buy  cheap 
British  ships  and  run  them  under  the  American  flag. 

Americans  therefore  turned  their  backs  on  the  sea.  By  1910  90  per  cent 
of  the  country’s  ocean-borne  trade  was  carried  in  foreign  vessels.  When 
World  War  I took  some  of  these  ships  away  and  submarines  made  their 
passage  hazardous,  the  United  States  embarked  (1916)  on  a vast  ship- 
building program.  Scarcely  a single  one  of  its  new  ships  had  gone  to  sea 
when  the  war  ended,  but  the  program  could  not  be  stopped  overnight.  By 
completing  1,500  vessels  and  keeping  some  seized  enemy  vessels,  the  Ameri- 
can ocean  tonnage  jumped  from  1,000,000  tons  in  1914  to  14,000,000  in 
1921. 

There  was  no  possible  use  for  so  much  new  shipping.  Ten  million  tons 
were  soon  scrapped,  and  four  million  sold  at  a tenth  of  what  they  had  cost 
to  build.  Yet  even  at  that  bargain  price  the  operators  found  the  cost  of 
running  them  too  great  to  yield  a profit.  In  1928  and  in  1936  the  govern- 
ment undertook  to  help  with  cheap  loans,  lavish  mail  contracts,  and  even 
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was  willing  to  bridge  with  subsidies  the  whole  gap  between  American  and 
foreign  costs.  Yet  the  merchant  marine  languished.  American  enterprise 
did  not  flourish  on  sea  air.  During  World  War  II  a gigantic  building 
program  was  again  launched,  this  time  more  quickly  and  with  vastly 
better  results.  But  when  peace  came  the  problem  of  what  to  do  with  this 
30,000,000  tons  of  shipping  was  no  easier  to  solve  than  before. 

The  Unit  of  Enterprise.  Cheap  land  and  dear  hired  labour  helped  to  base 
American  country  society  on  the  “family  farm,”  worked  by  the  owner  and 
his  family.  In  1930  there  were  6,300,000  farms,  of  which  60  per  cent  were 
owned  by  their  occupants.  There  was  only  one  hired  hand  for  every  2V2 
farms,  so  evidently  American  farming  depended  overwhelmingly  on  family 
labour. 

Whenever  a new  district  became  settled  some  one  would  open  a small 
general  store.  If  he  did  not  start  a bank  as  well,  somebody  else  would  soon 
do  so.  It  was  easy  to  begin  a bank  since  little  capital  was  demanded  by  law 
and  very  little  knowledge  of  banking  was  supposed  to  be  essential.  Other 
small  enterprises  followed  in  due  course  and  have  continued  to  do  so  up  to 
our  day.  If  we  analyze  the  retail  businesses,  the  service  establishments,  the 
hotels,  places  of  amusement,  banks,  building  firms,  wholesale  houses  and 
manufacturing  establishments,  we  find  that  85  per  cent  of  the  3,300,000 
non-farming  enterprises  in  operation  in  1939  were  classified  as  small  in 
terms  of  the  number  of  people  employed,  the  volume  of  their  business,  or 
the  size  of  their  output. 

This  landscape  of  modest  ventures,  of  shacks  and  two  or  three-storeyed 
businesses,  has,  however,  long  been  broken  by  edifices  of  middle,  great,  and 
skyscraper  stature.  Of  the  75,000  corporations  in  existence  in  1943,  at  least 
250  would  have  to  be  counted  as  large  and  many  as  gigantic.  In  1901  the 
country  got  its  first  “billion  dollar  corporation”— in  those  days  a billion 
dollars  was  a lot  of  money— and  later  decades  were  to  witness  the  appear- 
ance of  several  firms  far  larger  than  this  pioneer  in  bigness.  Some  of  them 
were  born  great;  some  grew  from  small  beginnings  through  efficient  opera- 
tion, success  in  competition,  enjoyment  of  a profitable  patent,  or  acceptable 
service  to  consumers;  but  some  had  greatness  thrust  on  them  as  a result  of 
combination. 

Combinations.  While  American  business  men  made  many  agreements  to 
regulate  their  rivalries,  they  did  not  use  the  central  selling  agency  device, 
as  did  the  Germans.  Instead,  some  of  them  went  beyond  that  halfway  house 
to  unite  the  production  and  sales  of  several  firms  in  one  large  unit.  The  first 
kind  of  combination  was  the  trust.  Stockholders  in  a number  of  companies 
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put  their  shares— and  therefore  their  voting  rights— into  the  hands  of  a small 
body  of  trustees,  who  then  ran  the  former  rivals  as  parts  of  one  eoneern. 
Ineffieient  plants  were  closed  down,  production  was  concentrated  in  the 
best-equipped  works,  competition  disappeared.  At  the  end  of  the  year 
the  trustees  pooled  the  profits  of  all  firms  and  shared  them  among  the 
stockholders.  This  plan,  adopted  by  John  D.  Rockefeller  in  the  fiercely 
competitive  oil  refining  industry  in  1882,  worked  so  well  that  it  was  widely 
copied  by  whisky-makers,  sugar-refiners,  and  many  others. 

As  the  price  of  trustified  products  climbed  far  above  the  former  cut-rate 
levels,  public  opinion  became  violently  hostile  toward  the  new  monsters. 
Congress  and  state  legislatures  passed  laws  declaring  that  contracts,  trusts, 
and  other  conspiracies  “in  restraint  of  trade”  were  illegal.  The  federal  law, 
passed  in  1890,  was  known  as  the  Sherman  Act.  These  laws  forced  the  trusts 
to  disband,  but  new  ways  of  coming  together  were  soon  found.  Firms  might 
amalgamate  completely;  or  a holding  corporation  was  formed,  which  set 
out  to  purchase  51  per  cent  of  the  stock  of  the  competing  firms.  It  paid  for 
them  by  giving  a generous  amount  of  its  own  stock  and,  if  necessary,  some 
money  as  well.  It  could  thus  cast  sufficient  votes  at  stockholders’  meetings 
of  the  “subsidiary”  or  “operating”  companies  to  direct  their  policies. 

Between  1897  and  1904  the  promoting  of  such  corporations  became  a 
favourite  sport  of  American  financiers— and  a profitable  one,  since  the  pro- 
moter was  well  paid  for  his  services.  In  1901  the  United  States  Steel 
Corporation— “The  Billion  Dollar  Trust”— was  formed  to  take  hold  of  ten 
large  companies  which  did  everything,  from  working  ore  mines  to  selling 
finished  steel  products.  Other  giants  gained  control  of  oil  refining,  railroads, 
tobacco,  and  other  fields.  The  results  were  not  always  encouraging.  Some 
of  the  new  corporations  had  issued  so  much  stock  that  there  was  not  enough 
profit  to  pay  a satisfactory  rate  of  dividend  on  it.  Firms  which  remained 
outside  the  combination  sometimes  did  better  than  those  inside.  The 
government  prosecuted  some  corporations  under  the  anti-trust  law  and 
ordered  them  to  dissolve.  The  rush  to  combine  slowed  down,  while  the  new 
creations  set  out  to  strengthen  their  weak  spots  or  to  “squeeze  the  excess 
water”  out  of  their  stocks. 

During  and  after  World  War  I people  gradually  became  accustomed  to 
living  in  a world  containing  giants.  Congress  decided  in  1918  to  permit 
combinations  to  be  formed  for  developing  the  export  trade;  and  during  the 
1920’s  the  government  announced  that  it  would  not  attack  amalgamations 
merely  because  they  were  big,  but  only  if  they  exercised  “unreasonable” 
or  “undue”  restraint  on  trade.  This  “liberal”  attitude  and  the  bounding 
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optimism  of  the  period  eaused  the  eountry  to  be  swept  by  a wave  of  amal- 
gamations and  promotions  of  holding  (or  even  super-holding)  eorporations. 
It  is  estimated  that  by  1927  two  hundred  eorporations  eontrolled  45  per 
cent  of  the  assets  of  all  companies  ( except  banks ) , owned  a quarter  of  the 
national  wealth,  and  were  run  by  2,000  men. 

Some  of  the  new  creations  sought  the  benefits  of  large-scale  operation  and 
integration.  Some  pooled  the  patents  held  by  a number  of  companies,  as  in 
the  radio  industry.  But  others  sought  bigness  for  bigness’  sake  and  for  the 
profits  that  were  to  be  made  by  the  promoters  on  the  sale  of  mountains  of 
stock  to  eager  customers.  When  the  crash  came  in  1929  many  fell  to  pieces, 
revealing  the  dishonesty  or  over-ambition  of  their  creators.  Congress 
ordered  some  kinds  of  holding  companies  to  disband.  The  remainder  licked 
their  wounds,  reorganized  themselves  on  more  modest  lines,  and  waited 
patiently  for  prosperity  and  profits  to  return. 

Business  Fluctuations.  During  the  160  years  since  1790  the  United  States 
enjoyed  a score  of  prosperous  periods  which  occupied  about  75  years  in 
all.  On  the  other  hand  a score  of  major  depressions  darkened  at  least  sixty 
years.  Six  of  the  good  times  were  caused  by  war  demands.  The  remainder 
reflected  some  new  phase  of  westward  expansion,  some  great  instalment  of 
capital  investment,  new  industry,  new  technical  method,  or  new  fashion  in 
organizing  business.  On  each  occasion  speculation  in  land,  commodities,  or 
securities  followed  close  on  the  heels  of  rising  prosperity.  Each  time  a new 
era  seemed  to  be  dawning  in  which  all  but  the  timid  would  grow  rich;  and 
the  vastness  of  the  resources  or  of  the  market  waiting  to  be  tapped  made 
the  optimism  and  enthusiasm  greater  than  it  was  in  older  smaller  lands.  And 
each  time  the  optimists  not  only  proved  to  be  wrong;  their  own  actions 
helped  to  make  them  so. 

Looking  back  on  this  story,  a leading  American  banker  wrote  in  1930: 

The  American  people  never  do  anything  by  halves.  When  things  are  looking  up  we 
are  not  satisfied  with  a normal  prosperity.  We  want  to  have  it  on  a constantly  ascending 
scale.  We  become  exalted  and  declare  that  poverty  can  never  touch  us.  When  the 
picture  changes  we  are  never  content  with  a baby  depression.  We  insist  that  it  shall  be 
man-sized,  shall  be  thorough-going  and  complete.  If  the  sun  is  shining,  we  demand 
that  it  shine  so  strongly  as  to  scorch  us.  If  the  clouds  gather,  we  accept  nothing  less 
than  gloom  that  is  thicker  than  a London  fog. 

Banking.  In  the  crises  and  panics  which  preceded  depressions,  the  banking 
system  proved  to  be  so  defective  that  it  could  do  little  to  prevent  a break- 
down or  lessen  its  severity;  indeed,  it  contributed  to  provoking  the  disaster. 
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The  trouble  lay  partly  in  the  job  that  had  to  be  done  and  partly  in  the 
organization  of  banking.  A new  country,  short  of  capital,  had  to  draw 
heavily  on  the  banks  for  both  short  term  commercial  credit  and  long  term 
loans.  For  this  double  duty  the  banks  might  lack  adequate  credit  resources, 
and  the  scarcity  was  made  greater  by  the  dispersion  of  the  supply.  In 
Britain  and  Canada  banking  became  concentrated  in  a few  large  banks, 
with  branches  scattered  over  all  the  land.  Their  policies  were  controlled 
from  a head  office;  their  deposits  came  from  customers  in  all  parts  and  all 
kinds  of  business;  their  loans  were  similarly  diversified,  so  they  did  not  have 
all  their  hens  in  one  pen  or  their  eggs  in  one  basket.  They  could  move  their 
funds  easily  from  one  part  of  the  country  to  another  as  need  arose;  and  they 
learned  to  act  together  in  meeting  a crisis. 

Banking  in  the  United  States  grew  up  in  the  hands  of  thousands  of  local 
independent  banks.  They  were  forbidden  by  law  to  establish  branches. 
Some  were  state  banks  working  under  state  banking  laws,  and  after  1866 
were  deprived  of  their  former  right  to  issue  notes.  Others  were  national 
banks  which  operated  under  federal  laws  passed  in  1863  and  later  years, 
with  the  right  to  issue  notes. 

By  1907  there  were  25,000  banks,  ranging  in  size  from  giant  New  York 
firms  with  resources  of  a billion  dollars  down  to  small  town  banks  in  which 
the  president  worked  behind  the  counter.  Consequently  the  reserves  were 
scattered  in  many  lands  and  places.  It  was  not  easy  to  mobilize  them  or 
rush  them  to  any  spot  where  they  were  urgently  needed;  it  was  almost 
impossible  to  secure  inter-bank  cooperation  in  facing  danger;  and  there  was 
no  central  bank  to  serve  as  a rallying  post  or  leader.  Besides,  the  banks 
could  not  issue  notes  on  the  basis  of  gold  reserves,  but  only  up  to  the  value 
of  government  bonds  they  held.  These  bonds  represented  the  national  debt, 
and  as  that  debt  was  shrinking  rather  than  growing  before  1914,  the  note 
issue  was  doomed  to  diminish  accordingly. 

After  a severe  panic  in  1907  an  attempt  was  made  to  remedy  these  defects 
by  establishing  the  Federal  Reserve  System  in  1913.  (1)  The  country  was 
divided  into  twelve  districts,  and  in  each  a federal  reserve  bank  was  set  up. 
Into  it  the  local  national  banks  must,  and  the  state  banks  could  deposit  a 
prescribed  fraction  of  their  reserves.  The  district  federal  reserve  bank  could 
use  this  accumulated  fund  to  help  the  “member  banks”  when  they  needed 
assistance  in  time  of  crisis  or  when  there  was  any  such  seasonal  demand  for 
additional  credit  as  came  at  the  time  of  moving  the  crops. 

(2)  The  district  reserve  bank  could  obtain  Federal  Reserve  Notes  from 
the  Federal  Reserve  Board,  which  supervised  the  whole  system  from  Wash- 
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ington.  These  notes  were  to  be  backed  to  at  least  40  per  cent  of  their  face 
value  by  gold,  and  the  balance  by  “commercial  paper”— promissory  notes, 
bills  of  exchange,  or  any  other  kind  of  promise  or  order  to  pay  cash  in  the 
near  future.  By  this  method  the  note  issue  was  rendered  elastic.  In  periods 
of  brisk  trade  many  pieces  of  commercial  paper  would  be  on  hand  and  these 
could  be  re-discounted  at  the  bank  by  issuing  notes  against  them.  When 
trade  was  quiet  the  quantity  of  paper,  and  hence  of  bank  notes,  would  fall. 

( 3 ) The  reserve  banks  were  to  apply  the  brake  in  time  of  boom,  but  “step 
on  the  gas”  in  depressed  days.  In  the  former  they  would  make  credit  more 
costly  and  scarce,  in  the  latter  make  it  cheaper  and  plentiful. 

The  Federal  Reserve  System  spent  its  childhood  and  youth  coping  with 
the  financial  problems  of  World  War  I,  of  post-war  readjustment,  and  of 
the  boom  in  the  ’twenties.  While  its  power  to  mobilize  reserves  and  operate 
a flexible  note  issue  proved  useful,  its  brakes  were  not  strong  enough  for  the 
road  it  had  to  travel  or  the  load  it  was  carrying.  It  could  not  prevent  5,600 
banks,  chiefly  small  rural  ones,  from  failing  between  1921  and  1929,  since 
most  of  them  were  not  members  of  the  System.  It  could  not  prevent  the 
boom  of  1919,  the  collapse  of  1920,  the  speculation  of  the  late  ’twenties,  the 
smash  of  1929,  and  the  consequent  closing  of  nearly  9,000  banks  during  the 
depression  that  followed. 

American  banking  was  obviously  still  defective  in  structure  or  policies, 
and  the  System’s  controls  were  inadequate  for  dealing  with  major  booms 
or  depressions.  Perhaps  no  controls  ever  could  be  adequate,  because  many 
business  firms  now  had  such  large  funds  of  their  own  that  they  did  not  need 
to  borrow  from  the  banks.  In  1935  Congress  extended  the  System’s  controls 
in  the  hope  that  next  time  they  would  prevent  any  future  period  of  pros- 
perity from  degenerating  into  a boom;  but  it  is  doubtful  whether  even  then 
the  brakes  (or  the  steering  gear)  were  made  strong  enough. 

The  New  Deal.  These  banking  reforms  were  part  of  the  gigantic  task  which 
the  Great  Depression  imposed  on  the  government.  Under  the  “Old  Deal”  of 
President  Hoover  the  tariff  was  greatly  raised  ( 1930 ) , a farm  board  tried  to 
hold  prices  up  by  buying  commodities  and  keeping  them  off  the  market,  and 
loans  were  made  to  help  distressed  banks,  insurance  companies,  and  rail- 
roads. These  efforts  availed  little,  the  ship  continued  to  sink,  and  when 
Franklin  D.  Roosevelt  became  president  in  March,  1933,  the  country  seemed 
ready  to  take  to  the  lifeboats. 

The  New  Deal  brought  vast  energy,  some  new  ideas,  many  old  panaceas, 
and  unlimited  funds  to  bear  on  the  tasks  of  relief,  reform,  and  recovery. 
(1)  Great  sums  were  spent  on  relief  of  the  13,000,000  unemployed.  (2) 
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Public  works  of  every  imaginable  kind  were  started  in  the  hope  that  the 
unemployed  would  be  put  to  work,  and  that  their  spending  power,  com- 
bined with  the  demand  for  construction  materials  or  equipment,  would 
“prime  the  pump”  sufficiently  to  set  the  wheels  of  private  industry  turning 
again. 

(3)  Low  prices  were  attacked.  The  gold  value  of  the  dollar  was  reduced 
by  40  per  cent  in  the  hope  that  farm  prices  would  go  up.  Supply  was  to  be 
cut  down  nearer  to  demand  by  persuading  or  forcing  farmers  to  reduce  the 
number  of  acres  they  planted  or  the  number  of  livestock  they  kept,  and  by 
giving  them  money  for  doing  so.  Prices  of  manufactured  goods  were  to  be 
raised  by  getting  rival  producers  or  sellers  to  formulate  “codes  of  fair  com- 
petition” which  would  prevent  any  one  from  getting  an  advantage  over 
his  rivals  by  paying  lower  wages,  running  his  plant  longer  hours,  or  selling 
at  cut  rates.  Low  prices  for  labour  were  to  be  eliminated  by  fixing  a mini- 
mum legal  wage,  by  assuring  the  labour  unions’  right  to  strike,  and  by 
compelling  employers  to  bargain  collectively  with  them. 

(4)  Security  was  to  replace  the  terrible  universal  insecurity.  Banks  were 
obliged  to  join  in  a scheme  which  insured  their  customers’  deposits  up  to 
$5,000  each.  Purchasers  of  stocks  were  to  be  able  to  learn  what  they  were 
buying  by  compelling  those  who  offered  securities  for  sale  to  tell  the  public 
much  more  about  them.  Wage-earners  were  provided  with  security  against 
complete  lack  of  income  by  the  introduction  of  unemployment  insurance 
and  old  age  pension  schemes. 

Thus  the  New  Deal  waged  “a  war  against  the  emergency”  with  many  of 
the  features  of  warfare.  The  president  was  given  far-reaching  powers,  the 
federal  government  extended  its  activities  greatly,  and  the  campaign  was 
paid  for  in  large  part  by  borrowing,  so  that  the  national  debt  rose  by  150 
per  cent  in  less  than  ten  years.  Some  results  of  the  war  were  permanent. 
The  shortening  of  excessively  long  hours,  the  raising  of  very  low  wages,  the 
social  security  schemes,  the  subsidizing  of  farm  incomes,  and  the  encourage- 
ment given  to  unions  and  collective  bargaining,  all  these  reforms  improved 
the  condition  of  farmers  and  wage-earners.  But  the  recovery  measures  were 
far  less  successful,  and  there  will  always  be  violent  debate  as  to  whether 
they  aided,  hindered,  or  had  nothing  to  do  with  the  recovery  which  set  in 
during  1933  in  all  parts  of  the  world. 

That  recovery  produced  only  a pale  prosperity.  It  led  to  no  great  demand 
for  capital  or  credit.  The  banks  remained  laden  with  idle  funds;  agriculture 
was  being  paid  to  produce  below  its  capacity;  and  in  the  spring  of  1940  the 
census  revealed  that  while  45,000,000  people  were  at  work,  5,000,000  were 


200 


THE  STORY  OF  TRADE  AND  COMMERCE 


seeking  jobs  and  2,500,000  were  employed  on  relief  projects.  The  early 
months  of  World  War  II  brought  little  promise  of  better  times.  The  United 
States  was  officially  neutral  and  determined  to  remain  so.  It  was,  as  some 
of  its  citizens  said,  “going  to  sit  this  war  out”  and  “watch  it  from  the 
bleachers.”  Hence  there  was  no  rearmament  to  stimulate  the  economy. 

Hitler’s  conquest  of  the  western  European  countries  in  mid- 1940  and  the 
refusal  of  the  British  Commonwealth  to  abandon  its  lonely  defiance  of  him 
quickly  reversed  both  official  and  unofficial  American  opinion.  The  United 
States  must  defend  itself  by  giving  all  aid  “short  of  war”  to  any  one  who 
was  fighting  Germany  and  Italy,  and  meanwhile  must  start  feverish  re- 
armament of  itself.  When  the  British  had  no  dollars  left,  Lend-Lease  was 
begun.  Gradually  the  “short  of  war”  grew  shorter.  In  December,  1941, 
the  Japanese  attack  on  Pearl  Harbour  made  the  gap  vanish  and  the 
mobilization  of  men,  materials,  and  money  went  into  top  gear. 

The  result  has  often  been  called  a “miracle  of  production,”  and  so  it  was; 
but  Britain,  Russia,  Germany,  probably  Japan,  and  the  smaller  belligerents 
worked  similar  miracles.  The  United  States  was  in  the  fortunate  position 
of  not  having  a single  factory  or  house  or  railroad  injured  “by  enemy 
action.”  It  had  much  slack  waiting  to  be  taken  up  in  the  form  of  under- 
used land,  unemployed  labour,  and  idle  capital.  By  putting  these  resources 
to  work  and  using  the  techniques  of  mass  production,  it  was  able  to  turn 
out  nearly  $200,000,000,000  of  war  equipment,  expand  farm  production  by 
a third,  mobilize  a large  army,  yet  maintain  the  supply  of  civilian  goods  at 
such  a high  level  that  only  minor  rationing  of  food  and  gasoline  and  a ban 
on  the  production  of  such  things  as  automobiles  was  necessary. 

As  the  war  approached  its  end  there  was  widespread  fear  that  peace 
would  bring  a great  decline  in  demand,  in  production,  and  consequently 
in  the  active  labour  force,  which  had  risen  from  45,000,000  in  1940  to 
54,000,000  in  1944.  All  the  opposite  things  happened,  and  in  1950  the 
number  of  people  at  work  was  estimated  at  more  than  60,000,000.  This 
boom  was  due  to  internal  and  external  demands  for  products.  At  home 
there  were  great  arrears  to  be  made  up— of  houses,  cars,  refrigerators,  furni- 
ture, and  so  on  all  down  the  line  of  “consumers’  durable  goods.”  Factory 
machinery  and  railroad  equipment  had  worn  out  or  run  down.  New  indus- 
tries arose  to  make  such  products  as  plastics  or  television  sets.  Leisure  time 
or  vacation  habits  called  for  more  movie  houses,  restaurants,  and  motor 
courts. 

From  abroad  came  the  vast  call  for  American  farm  produce  and  industrial 
products  or  equipment.  Where  the  buyers  lacked  dollars  American  gifts  or 
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loans  paid  the  bill.  Then,  just  when  it  looked  as  if  this  domestic  and  foreign 
appetite  might  be  approaching  the  point  of  being  satisfied,  the  war  in 
Korea  and  the  need  for  rearmament  carried  the  demand  still  higher  for  what 
( in  mid-1952)  looks  like  a long  period. 

The  war-time  pressure  of  demand  on  supply  was  prevented  from  causing 
any  great  increase  in  prices  by  a fairly  effective  system  of  price  control 
and  rationing.  When  peace  came  these  restraints  were  soon  scrapped,  and 
prices  soared  far  more  during  five  years  of  booming  peace  demand  than  they 
had  done  during  the  war  period.  Government  policies  helped  to  raise  rather 
than  hold  back  the  price  of  farm  produce.  Labour  unions,  grown  strong 
during  the  pre-war  and  war  years,  pressed  successfully  their  demand  for 
higher  wages.  Most  employers  were  in  a strong  enough  position  to  pass  on 
increased  costs  of  labour  and  material  to  the  consumer.  Consequently  the 
United  States  at  mid-century  was  in  a state  of  unparalleled  production  and 
employment;  but  it  was  also  in  the  throes  of  a price  revolution  which  made 
the  pre-war  pr^es  look  incredibly  tiny,  rendered  the  nickel  almost  worth- 
less, and  lifted  the  cost  of  a hair-cut  to  $1.25.  In  this  upward  rush  it  pulled 
most  other  parts  of  the  world  after  it,  so  that  the  purchasing  power  of  a 
unit  of  money  declined  universally.  Whether  the  boom  and  the  high  prices 
would  continue  depended  on  whether  the  demands  of  defence  remained  at 
the  level  they  had  reached. 
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Canada’s  Economic  growth  has  run  true  to  the  New  World  pattern 
described  at  the  beginning  of  Chapter  12.  Virgin  natural  resources  have 
been  discovered  and  exploited  by  introducing  and  building  up  the  necessary- 
labour,  capital,  and  technique.  The  list  of  marketable  commodities  gradu- 
ally grew  longer— fish,  fur,  lumber,  wheat,  dairy  produce,  pulp,  paper,  nickel, 
copper,  and  gold.  To  get  them  to  market  or  port  the  government  was 
obliged  to  borrow  heavily  in  order  to  provide  navigable  waterways  and  rail- 
roads. Population,  income,  and  savings  gradually  grew  large  enough  to 
support  a wide  range  of  manufacturing  industries,  of  commercial  and  service 
occupations,  and  of  other  parts  of  a mature  economy.  But  whenever  disaster 
or  depression  struck  the  staple  producers,  the  whole  country  was  forced  to 
realize  how  much  its  welfare  was  tied  up  with  that  of  farm,  forest,  or  mine. 
Finally,  the  resources  of  the  northern  half  of  the  continent  were  not  as 
abundant  as  those  of  the  southern  half.  Consequently  the  country’s  economic 
growth  came  later,  was  slower,  and  did  not  go  as  far  as  that  of  its  neighbour. 

When  New  France  ceased  to  be  French,  Britain  acquired  about  65,000 
new  subjects.  Fur,  fish,  farming,  and  France  had  not  produced  a populous 
colony  either  on  the  St.  Lawrence  or  in  the  Maritimes. 
The  New  Could  Britain  and  her  American  colonists  do  any  better? 
Regime  Traders  from  Britain,  Boston,  and  New  York  swarmed  into 

1 763-1 815  Montreal  to  take  over  the  fur  trade.  The  Quebec  Act  ( 1774) 
declared  that  the  region  north  of  the  Ohio  River,  which  had 
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been  French  before  the  conquest,  was  to  be  part  of  Quebec  and  therefore 
of  the  fur  trade  empire.  Meanwhile  New  Englanders  poured  into  the  Mari- 
times.  By  1775  they  comprised  three-fourths  of  the  17,000  Nova  Scotians 
who  were  farming,  fishing,  shipbuilding,  trading,  serving  in  the  army  and 
navy,  or  governing  in  the  growing  capital  city  of  Halifax. 

When  the  American  Revolution  came,  neither  force  nor  persuasion  was 
able  to  detach  Quebec  or  Nova  Scotia  from  the  Empire.  At  the  peace  settle- 
ment the  southern  border  of  Quebec  was  pushed  north  from  the  Ohio  to  the 
present  international  line,  depriving  Montreal  of  the  southern  part  of  its  fur 
country,  not  to  mention  much  territory  of  more  lasting  value.  While  Canada 
thus  lost  some  natural  resources  she  gained  some  valuable  labour  from  the 
Revolution.  The  uncomfortable  plight  of  Americans  who  had  opposed  the 
revolt  led  to  a substantial  exodus  of  “Loyalists”  as  they  called  themselves,  or 
“Tories”  as  they  were  called.  About  30,000  of  them,  mostly  middle  class, 
propertied  people,  professional  workers,  and  officials,  went  to  Nova  Scotia  or 
to  what  was  broken  off  in  1784  and  called  New  Brunswick. 
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Another  7,000  went  northward  to  the  St.  Lawrence;  but  since  many  of 
these  people  were  frontier  farm  or  forest  folk  from  New  York,  Vermont,  or 
Pennsylvania  their  settlement  in  virtually  unoccupied  Upper  Canada  gave 
that  region  a body  of  experienced  pioneers.  They  got  good  land  cheaply  or 
free  of  charge,  they  wrote  back  home  urging  their  friends  to  join  them,  and 
Governor  Simcoe  made  the  invitation  official.  Consequently  the  influx  from 
the  United  States  continued  long  after  the  Loyalist  wave  had  spent  itself. 
The  population  grew  and  settlement  spread.  In  1763  there  had  been  less 
than  70,000  white  people  in  Canada;  in  1800  the  number  was  about  250,000, 
and  by  1812  it  was  probably  approaching  half  a million. 

There  was  plenty  for  these  people  to  do,  thanks  to  the  way  the  Napoleonic 
War  had  developed.  In  1807-08  Napoleon  induced  Russia  and  Sweden  to 
close  their  ports  to  British  ships.  This  deprived  Britain  of  the  minor  supply 
of  grain  and  the  vitally  important  lumber  which  she  obtained  from  Baltic 
lands.  She  turned  quickly  to  Canada  for  help.  To  encourage  lumber  produc- 
tion she  raised  the  duties  on  foreign  timber  to  very  high  rates,  but  let 
Canadian  supplies  enter  duty-free.  This  substantial  preference  gave  a great 
stimulus  to  the  lumber  industry  in  the  Maritimes  as  well  as  up  the  St.  Law- 
rence and  Ottawa  Valleys  during  the  rest  of  the  war  years  and  for  three 
decades  thereafter. 

While  Napoleon  was  thus  fostering  Canadian  enterprise,  the  United  States 
gave  a helping  hand,  without  intending  to  do  so.  When  President  Jefferson’s 
Embargo  shut  American  ships  and  goods  in  home  ports.  Nova  Scotian  vessels 
went  out  to  supply  the  West  Indies  with  the  goods  and  shipping  services 
normally  obtained  from  Americans.  In  addition,  American  produce  was 
smuggled  overland  to  Canada  and  return  loads  of  British  goods  were  carried 
south.  When  President  Madison  forbade  intercourse  with  the  British  and 
French  Empires  (1809),  smuggling  over  the  border  or  with  the  Maritimes 
flourished;  and  when  all  goods  and  ships  of  the  British  Empire  were  shut  out 
of  America  ( 1811-12)  the  illicit  traffic  continued  more  vigorously  than  ever. 
Two  American  visitors  to  Canada  in  mid-1811  counted  200  vessels  in  Quebec 
harbour  unloading  cargoes  of  British  wares,  and  they  were  told  that  5,000 
Americans  had  visited  Montreal  for  trading  purposes  during  the  summer, 
including  a judge  and  a postmaster  from  New  York.  American  merchants, 
such  as  John  Jacob  Astor,  built  up  great  stores  of  British  goods  at  Halifax 
and  Quebec,  so  as  to  be  able  to  rush  them  in  and  re-stock  America’s  empty 
shelves  when  the  non-importation  policy  was  abandoned. 

When  the  United  States  moved  from  economic  warfare  to  a shooting  war 
in  1812,  British  regiments  and  naval  vessels  provided  a good  market  for 
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Canadian  farmers,  and  the  smuggling  did  not  eease.  When  the  long  big  war 
in  Europe  and  the  short  little  one  in  North  America  ended  almost  simul- 
taneously in  1815,  Canada  had  not  merely  turned  back  the  second  American 
attempt  to  conquer  her;  she  had  grown  much  stronger  economically  by 
broadening  her  base  from  fur  and  fish  to  include  farm  and  forest. 

Peace  gave  Canada  a chance  to  turn  its  undivided  attention  to  the  develop- 
ment of  its  resources.  In  this  task  it  was  helped  by  a stream  of  immigration 
which  began  to  flow  from  the  British  Isles  soon  after  Waterloo. 
Eastern  The  earlier  influx  from  the  United  States  virtually  came  to  an 
Canada,  end  with  1812,  as  the  opportunities  for  westward  movement 
1815-67  were  now  more  attractive  than  those  offering  in  Canada.  In 
fact,  they  were  so  attractive  that  emigration  from  Canada  into 
the  United  States  became  an  almost  continuous  movement. 

The  immigrant  flow  varied  greatly  in  volume.  It  was  smallest  when  bad 
times  in  Britain  and  Canada  kept  people  from  jumping  out  of  the  frying 
pan  into  the  fire.  It  was  greatest  when  booming  trade  put  money  into 
people’s  pockets  and  courage  into  their  hearts;  but  it  might  also  be  large  and 
desperate,  as  when  the  potato  blight,  famine,  and  plague  sent  tens  of 
thousands  of  Irish  rushing  headlong  from  their  stricken  land  in  1846-47. 
Some  of  it  was  organized  and  planned.  Philanthropic  societies  gathered  the 
poor  together  and  shipped  them  off;  Scots  lairds  transplanted  part  of  their 
clans;  land  or  colonization  companies  used  their  capital  in  projects  for 
putting  the  idle  labour  of  the  Old  World  on  the  idle  land  of  the  New.  By 
such  methods  Lord  Selkirk  deposited  a large  contingent  of  Highlanders  on 
Prince  Edward  Island  and  in  the  remote  Red  River  Valley.  The  Canada 
Company  planted  communities  at  Guelph,  Goderich,  and  other  places  in 
western  Ontario.  There  were  many  such  cases  of  mass  colonization. 

The  immigration  of  individuals  was  probably  more  important  in  stimula- 
ting Canadian  enterprise.  Thousands  of  men,  dissatisfied  with  their  political 
or  economic  conditions,  tempted  by  the  stories  of  fortunes  waiting  to  be 
made,  eager  for  land  and  adventure,  or  simply  convinced  that  their  talents 
would  earn  a better  reward  overseas,  joined  in  the  exodus.  Younger  sons  of 
well-to-do  families  were  attracted  by  the  thought  of  getting  an  “estate” 
cheaply,  and  we  read  that  of  six  settlers  in  one  region  near  Peterborough 
( 1833 ) , “four  of  them  have  been  to  a university,  one  at  the  military  college 
at  Woolwich,  and  the  sixth,  though  boasting  no  such  honours,  has  half  a 
dozen  silver  spoons  and  a wife  who  plays  the  guitar.”  We  may  wonder 
whether  these  qualifications  and  assets  were  of  much  aid  in  solving  the 
problems  of  the  time  and  place.  An  apprenticeship  and  some  year’s  work  in 


the  retail  provision  business,  plus  a few  hundred  dollars  of  capital,  proved  to 
be  the  right  qualification  for  one  young  immigrant  who  set  up  in  a little 
business  in  Toronto  (1854)  and  gradually  built  up  one  of  the  largest  meat- 
packing and  provision  firms  in  Canada. 

Immigration  helped  substantially  to  swell  the  population.  The  figure  for 
British  North  America,  excluding  Newfoundland,  was  less  than  500,000  in 
1812.  It  reached  1,000,000  in  1830,  2,000,000  in  1846,  3,000,000  in  1859, 
but  did  not  get  to  the  4,000,000  mark  till  the  1870’s. 

The  Maritimes.  What  sort  of  a country  was  it  to  which  the  migrants  came? 
In  the  Maritimes  forest,  farm,  and  fish  drew  the  economic  triangle,  ,but 
the  angles  varied  in  size  from  province  to  province.  Wherever  there  was 
good  pine  forest  lumbering  was  supreme,  thanks  to  the  great  demand  from 
British  builders  of  factories  and  homes  in  the  industrial  regions,  and  to  the 
British  preferential  tariff.  Though  a small  duty  had  been  imposed  on 
colonial  timber  in  1821,  the  rate  was  only  one-fifth  to  one-twelfth  that  paid 
on  imports  from  the  Baltic. 

New  Brunswick  had  the  most  extensive  forests,  filling  the  valleys  of  the 
St.  John  and  Miramichi  Rivers.  Scots  capitalists,  then  Americans,  entered 
these  regions,  paying  the  government  a shilling  a ton  for  the  lumber  cut  on 
crown  lands,  and  later  buying  forest  land  for  a mere  song.  Labourers  from 
Ireland  and  Scotland  swarmed  in  of  their  own  accord  or  were  brought  over 
en  masse.  Almost  nine-tenths  of  the  population  was  engaged  in  the  indus- 
try. Fierce  fires  occasionally  swept  the  forests,  and  that  of  1825  in  the 
Miramichi  valley  was  described  as  “one  of  the  most  terrible  natural  con- 
flagrations of  which  we  have  any  record  in  the  history  of  the  world.”  In 
the  lumber  camps  paper  money  and  rum  were  plentiful,  but,  to  quote  a 
contemporary,  “New  Brunswick  is  healthy;  old  age  is  frequent  in  persons 
possessed  of  the  slightest  degree  of  sobriety.”  To  carry  the  lumber  overseas, 
shipyards  built  countless  vessels  which  got  the  reputation  of  being  cheap 
and  nasty  “sailors’  coffins,”  and  these  ships  came  back— if  they  did  return 
—crowded  with  immigrants.  The  “lumber  barons”  gained  control  of  the 
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government,  and  thereby  of  14,000,000  acres  of  crown  land.  New  Bruns- 
wick was  thus  a “pineocracy”  until  the  supply  of  good  timber  began  io  run 
short  after  1840  and  the  province  had  to  turn  in  part  to  agriculture  as  a 
source  of  income. 

Nova  Scotia’s  economy  was  similar,  but  less  lop-sided  and  raw.  Nearly  a 
hundred  vessels  were  launched  in  a good  year  at  Pictou  and  other  shipyard 
towns,  and  many  of  them  crossed  the  Atlantic  to  be  sold,  along  with  their 
lumber  cargoes,  in  Britain.  Cod  fishing  kept  about  2,000  boats  at  work. 
But  the  Nova  Scotian  was  more  than  a catcher  of  fish  or  an  axe-man.  He 
had  a steady  market  for  farm  produce  in  Halifax,  the  chief  western  station 
of  the  British  navy  and  garrison  town  of  British  troops.  He  had  another 
good  one  in  the  lumber  camps  and  the  ships’  crews.  For  a time  he  hoped  he 
could  monopolize  the  West  Indian  market  and  its  shipping  service. 

This  hope  rested  on  the  Navigation  Laws,  which  shut  foreign  vessels  out 
of  colonial  ports.  Before  the  American  Revolution  the  British  West  Indian 
lumber  and  provision  markets  had  been  supplied  by  ships  from  the  middle 
colonies.  Now  these  vessels  flew  a foreign  flag;  they  were  therefore 
excluded,  as  was  American  meat  and  fish,  and  Nova  Scotia  hoped  to  take 
their  place.  But  the  Maritime  farmer  could  not  supply  the  islands’  needs  as 
well  as  the  American  did,  and  a Nova  Scotian  ship  started  its  journey  much 
farther  away  than  did  one  from  Philadelphia.  Imperial  policy  therefore  had 
to  bow  to  geography  and  economics.  In  1822  and  1830  American  commodi- 
ties were  admitted  to  the  British  West  Indies  in  American  ships.  The  Mari- 
times  were  bitterly  disappointed  at  losing  their  monopoly.  There  was 
nothing  left  to  do  except  to  try  to  beat  the  Americans  by  doing  the  job 
better  than  they  did  it.  This  was  not  easy,  but  it  might  be  possible;  and 
meanwhile  there  were  other  enterprises  waiting  to  be  developed. 

One  of  these  was  the  tapping  of  coal  deposits  in  Nova  Scotia.  These 
deposits  had  been  granted  to  the  Duke  of  York.  In  1827  he  leased  them  to 
a group  of  his  creditors  who  formed  the  General  Mining  Association,  with 
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a capital  of  $1,600,000,  thus  giving  Canada  its  first  joint  stock  industrial 
enterprise.  Soon  the  Association  had  over  800  men  working  in  three  coal 
mines,  the  largest  of  them  at  Sydney  on  Cape  Breton  Island.  Steam  tugs 
were  introduced  to  haul  the  coal  barges  from  one  mine  to  the  vessels  in  the 
harbour,  and  railroads  were  built  from  the  other  mines  to  the  water  s edge. 
With  the  growing  use  of  steamships  and  the  coming  of  railroads  during  the 
’thirties  and  ’forties,  Sydney  coal  found  an  expanding  market  along  the 
Atlantic  seaboard.  In  addition,  the  Association  opened  up  large  deposits  of 
gypsum  and  increased  the  export  of  that  material  to  serve  as  fertilizer  on 
the  farms  of  the  eastern  United  States. 

Lower  Canada.  By  1825  Lower  Canada  had  become,  and  Upper  Canada 
was  becoming,  an  almost  unbroken  fringe  of  cleared  settlements  along  the 
waterfront  of  river  and  lake.  The  seigniorial  system  still  survived  in  the  old 
communities  of  Lower  Canada.  Tenants  held  their  long  ribbon-like  farms, 
running  from  the  river  edge  back  to  the  forest,  on  terms  which  were 
descended  from  the  manorial  system.  They  paid  a small  rent  in  money, 
provisions,  and  livestock,  took  their  grain  to  be  ground  at  the  landlord’s  mill 
and  gave  him  a fourteenth  of  the  flour.  When  they  fished,  a portion  of  the 
catch  went  to  the  seignior’s  kitchen,  and  a fixed  part  of  each  harvest  was 
given  to  the  priest  as  tithe. 

The  change  of  ruler  in  1763  made  little  difference  to  this  system.  Many 
seigniories  eventually  passed  into  the  hands  of  British  owners,  but  when- 
ever the  new  landlord  tried  to  disturb  the  ancient  order  too  much— especially 
by  trying  to  increase  the  tenant’s  obligations  or  revive  some  which  had  been 
allowed  to  lapse— the  habitant  protested.  Eventually,  in  1854,  parliament 
took  steps  to  help  feudal  tenants  to  become  proprietors. 

The  habitant  was  slow  to  change  his  ways  in  response  to  new  opportuni- 
ties, new  knowledge,  or  expanding  markets,  even  though  English  settlers 
in  the  province  set  him  a good  example.  The  newcomers  took  worn-out 
farms,  restored  them  by  intensive  cultivation,  by  rotation  and  manuring,  by 
better  ploughing,  planting  potatoes,  and  keeping  livestock.  They  supplied 
the  growing  market  demands  of  Quebec  and  Montreal  by  producing  barley 
(for  the  breweries),  cattle,  cheese,  and  butter;  and  they  responded  vigor- 
ously to  the  war-created  demand  for  grain,  provisions,  lumber,  and  potash. 
Yet  the  habitant  was  hard  to  move  away  from  his  two- wheeled  plough,  his 
alternation  of  crop  and  fallow,  his  practice  of  tipping  manure  into  the 
river  rather  than  on  the  fields,  his  generally  slovenly  extensive  cultivation, 
or  his  neglect  of  livestock.  So  long  as  the  farm  satisfied  his  family’s  subsis- 
tence needs,  that  was  enough.  If  it  did  not,  his  sons  must  go  off  to  the  fur 
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trade  or  the  lumber  camps  or  hew  out  a farm  somewhere  else.  He  disliked 
the  bustling  merchants  who  had  swarmed  into  the  province  since  1763. 
They  seemed  too  ready  to  upset  old  ways  of  life,  greedy  for  profit,  eager  to 
get  goods  they  could  sell,  and  anxious  that  money  be  spent  on  improving 
roads  or  waterways.  Life  need  not  be  commercial  to  be  comfortable;  it  need 
not  be  progressive  to  be  pleasant. 

Despite  this  attitude  Lower  Canada  did  move,  and  the  habitant  could 
not  stay  quite  still.  The  lumber  boom  caused  by  Napoleon  swept  the  St. 
Lawrence  and  passed  up  to  the  Ottawa,  there  to  find  rich  stands  of  timber. 
British-Canadian  capital  financed  the  business,  French-Canadians  were  the 
lumber-jacks,  and  Irish  immigrants  handled  the  logs  when  they  reached 
the  twenty  miles  of  timber  coves  and  the  crowded  harbour  of  Quebec.  In 
one  open  season  during  the  1820’s  over  1,300  full-rigged  ships  and  a swarm 
of  smaller  craft  came  to  Quebec,  chiefly  to  pick  up  lumber.  Many  of  them 
had  been  built  in  the  shipyards  of  that  port,  and  among  them  was  the  Baron 
of  Renfrew,  registered  at  5,900  tons,  the  largest  ship  in  the  world. 

Upper  Canada.  From  1815  onward  the  main  stream  of  migration  flowed  to 
Upper  Canada.  Here,  along  the  bank  of  the  St.  Lawrence,  the  shore  of 
Lake  Ontario,  and  throughout  most  of  the  peninsula  bounded  by  Lakes 
Huron  and  Erie,  was  terrain  covered  with  timber  but  fit  for  an  agricultural 
frontier.  The  pioneer  settler  faced  a three-fold  task.  ( 1 ) He  had  to  clear 
some  land  to  make  room  for  house  and  crops,  and  meanwhile  live  on  his 
capital  or  find  work  to  keep  him  till  his  first  harvest  was  gathered.  ( 2 ) He 
had  to  supply  his  own  needs  for  food,  shelter,  and  clothing  as  far  as  he 
could  with  his  own  skill  and  labour.  (3)  He  had  to  produce  a surplus  of 
something  that  could  be  exchanged  for  the  goods  he  wished  to  buy. 

The  first  task  was  simplified  by  the  lumber  trade.  If  the  settler’s  land 
was  covered  with  good  merchantable  lumber  and  near  a water-course,  he 
could  cut  and  send  the  logs  to  market.  As  the  industry  was  seasonal,  many 
men  found  winter  employment  in  it  or  hired  themselves  out  to  clear  other 
settlers’  lands.  As  a writer  said  in  1840,  “the  lumber  trade  is  of  the  utmost 
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value  to  the  poorer  inhabitants,  by  furnishing  their  only  means  of  support 
during  the  severity  of  the  winter,  particularly  after  seasons  of  bad  crops, 
and  by  enabling  young  men  and  new  settlers  more  readily  to  establish  them- 
selves on  the  waste  lands.” 

Potash.  For  the  timber  that  could  not  be  sold  another  use  was  found. 
European  cloth  manufacturers  needed  potash  for  bleaching  their  fabrics. 
During  the  seventeenth  and  eighteenth  centuries  Holland  was  the  most 
famous  bleacher  of  linens,  and  the  secret  of  her  good  work  seemed  to  be  the 
use  of  “ashes  of  Muscovy”  made  from  the  ash  of  Russian  trees.  By  1750 
the  British  were  rivalling  the  Dutch  in  this  field,  and  their  demand  for 
potash  grew  with  the  expansion  of  the  cotton  industry  in  Lancashire  as 
well  as  of  the  linen  industry  in  Ireland.  They  turned  to  their  American 
colonies  for  supplies,  and  potash  became  an  important  export  staple.  In 
1767  a British  settler  in  Lower  Canada  set  up  a potash  plant;  in  1770  fifty 
tons  of  potash  were  shipped  down  the  St.  Lawrence  to  England;  and  the 
product  obtained  from  North  American  maple,  beech,  and  birch  was  found 
to  be  superior  to  the  Russian,  chiefly  because  it  contained  fewer  impurities. 

Here  was  a valuable  source  of  income  for  the  pioneer.  The  timber  that 
“lumbered”  his  land  could  be  turned  into  a marketable  commodity  by  a 
simple,  inexpensive  process.  The  tree  was  burned,  the  ashes  were  put  into  a 
trough  or  tub,  water  was  poured  on  them  at  intervals  for  several  days  to 
dissolve  all  the  potassium  compounds,  and  the  solution,  called  lye,  was 
evaporated  in  a big  iron  kettle.  The  solid  residue  was  potash;  if  it  was 
treated  further  to  rid  it  of  some  impurities  and  make  it  crystalline  it  was 
then  known  as  pearl  ash. 

Almost  every  Canadian  pioneer  farm  had  its  tub  and  kettle.  The  potash 
went  to  the  local  storekeeper  and  so,  through  Montreal  and  Quebec,  to 
Europe.  In  1830  about  200,000  barrels  of  pot  or  pearl  ash  were  exported, 
and  accounted  for  a quarter  of  the  value  of  all  exports.  Eventually,  by  about 
1850,  the  forested  farms  had  all  been  cleared;  European  chemists  had  found 
other  bleaching  materials  or  discovered  new  ways  of  making  potash;  then 
one  of  the  frontier’s  early  occupations  was  abandoned. 


A clearing  in  the  forest; 
the  beginning  of  a farm. 
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Pioneer  Production.  The  second  task  of  the  pioneer  was  to  feed,  house,  and 
clothe  himself  and  his  family.  On  good  land  the  trees  were  large  and  their 
trunks  stood  far  apart.  If  they  could  be  prevented  from  bursting  into  leaf 
and  thus  shading  the  ground,  the  space  between  them  could  be  cultivated 
at  once.  The  common  practice  was  to  “ring-bark”  the  trees,  i.e.,  cut  off  a 
ring  of  bark  about  a yard  from  the  ground.  As  this  stopped  the  sap  from 
rising,  the  tree  put  forth  no  leaves  and  died.  The  gaunt  trunks  did  not  look 
picturesque,  but  their  removal  could  wait  till  the  farmer  had  time,  next 
winter,  to  cut  or  burn  them.  Meanwhile,  the  soil  was  open  to  the  sun,  and 
thanks  to  the  coating  of  decayed  leaves  was  both  fertile  and  easily  worked. 
Corn  might  be  planted  first  as  a subsistence  crop,  but  wheat  took  its  place 
as  soon  as  possible  and  was  the  staple  cash  crop.  According  to  one  contem- 
porary writer,  “fifty  bushels  of  wheat  per  acre  are  frequently  produced  on 
a farm  where  the  stumps  of  trees,  which  probably  occupy  an  eighth  of  the 
surface,  have  not  been  eradicated;  some  instances  of  60  bushels  per  acre 
occur,  and  near  York  (Toronto)  . . . 100  bushels  were  obtained  from  a 
single  acre.  In  some  districts  wheat  has  been  raised  successfully  on  the 
same  ground  for  20  years  without  manure.” 

Time  and  hard  labour  gradually  turned  the  forest  patch  into  a productive 
mixed  farm.  Corn,  wheat,  potatoes,  and  vegetables  were  the  chief  food 
crops,  rye  or  barley  the  chief  drink  crops.  In  spite  of  wild  beasts,  a few 
hogs,  goats,  sheep,  cattle,  and  poultry  were  kept,  though  the  cost  of  winter 
shelter  and  feed  prevented  the  pioneer  from  giving  much  attention  to  live- 
stock. Fruit  trees  were  planted,  flax  and  tobacco  might  be  cultivated. 
Nature  added  her  quota  to  the  food  supply  with  fish,  venison,  duck,  and 
maple  syrup,  and  an  ice-house  allowed  food  to  be  stored  through  the 
summer. 

The  pioneer  had  to  be  a jack-of-many-trades.  He  might  build  his  own 
home,  first  a wigwam  of  bark  and  boughs,  then  a shanty,  then  a log  cabin. 
When  a district  got  a saw-mill  he  might  erect  a neater  frame  house.  For 
large  tasks,  such  as  constructing  a barn,  he  invited  his  neighbours  to  give 
a hand  in  a “raising  bee.”  Most  of  the  early  furniture  and  implements  were 
home-made;  so  were  the  candles  and  soap  the  butter  and  bacon,  and  the 
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clothes.  Father  made  and  repaired  the  footwear;  sometimes  he  tanned  the 
leather,  but  often  contented  himself  with  making  moccasins  of  raw  hide. 
Leather  trousers  were  common,  deerskins  were  used  for  making  shirts  and 
skirts.  But  the  most  important  indoor  occupations  were  spinning,  weaving, 
and  knitting.  In  1830  it  was  estimated  that  13,500  handlooms  were  being 
used  in  the  cottages  and  farm-houses  of  Lower  Canada  to  make  coarse 
woollens  or  linens.  In  Upper  Canada  similar  conditions  prevailed.  Not  till 
the  seeond  half  of  the  nineteenth  century  did  the  wheel  and  loom  fall  into 
disuse  in  the  central  provinces,  and  they  lingered  longer  in  Quebec  than  in 
Ontario. 

Production  for  Market.  The  third  task  of  the  early  settler  was  to  produce 
something  that  he  could  barter  for  other  goods  or  sell  for  eash.  The  sooner 
he  could  do  this  the  better  for  him,  since  there  were  so  many  things  that 
he  required.  If  he  had  avoided  settling  in  some  inaccessible  region,  a 
market,  local  or  overseas,  was  usually  available.  Even  the  Loyalist  im- 
migrants relied  heavily  on  cash  dealings  between  themselves,  on  the  sale 
of  goods  to  new  settlers,  and  on  the  needs  of  the  garrisons.  They  were  far 
from  being  self-sufficient  or  non-commercial.  In  fact,  the  notion  that  the 
Canadian  pioneer  was  nearly  self-sufficient  looks  like  a bit  of  folklore  rather 
than  of  history. 

The  local  market  widened  as  traffic  services  along  the  lake  shore  im- 
proved with  the  coming  of  sailing  ships,  then  of  steamships;  as  the  old 
trails  through  the  woods  were  turned  into  rough  corduroy  roads  which  in 
turn  gave  place  to  graded  and  gravelled  highways;  as  new  customers 
arrived  to  construct  a canal  or  fort,  and  as  old  ones  needed  more  supplies 
for  lumber  camps  or  timber  ships.  The  overseas  market  depended  partly 
on  the  transportation  facilities  available,  on  the  services  which  merchants 
offered,  and  on  the  attitude  of  the  British  government  toward  Canadian 
staples.  In  general  the  facilities,  services,  and  attitude  tended  to  improve, 
and  the  exports  of  the  two  Canadas  had  risen  by  1832  to  nearly  $4,000,000. 
Lumber  accounted  for  nearly  half  this  sum;  grain  and  flour  exports  were 
worth  about  $1,000,000  and  those  of  potash  or  pearl  ash  almost  the  same 
figure.  But  furs  were  missing  from  the  list.  In  1821  the  trade  had  deserted 
Montreal  and  now  shipped  its  goods  in  and  out  through  Hudson  Bay. 
Growth  of  a Trading  Class.  The  trading  class  emerged  from  two  quarters. 
On  the  one  hand  were  the  merehants  of  Quebee,  Montreal,  then  later  of 
Kingston  and  Toronto,  who  exported  the  staple  commodities  and  imported 
manufactured  goods  in  return.  Some  of  these  men  ran  their  own  firms, 
others  were  partners  in  some  concern  with  headquarters  in  Glasgow,  Liver- 


CANADA -Part  I 


213 


pool,  or  London.  On  the  other  hand  were  the  retailers,  who  were  in  close 
touch  with  the  producer  and  consumer  as  peddlers  or  storekeepers.  The 
peddler  did  the  kind  of  work  he  had  always  done  in  all  times  and  places. 
He  travelled  round  on  a long  circuit,  calling  at  farm-houses  and  villages, 
and  carrying  small  articles  of  domestic  or  personal  use  — pins,  needles, 
scissors,  ribbons,  combs,  buttons,  handkerchiefs,  cotton  piece  goods,  and 
later  such  luxuries  as  clocks,  silver-plated  ware,  or  good  shoes.  In  addition 
he  carried  news  and  gossip. 

The  early  storekeeper  had  to  be  a man  of  many  parts  if  he  was  to  make  a 
living  out  of  the  few  customers  within  his  reach.  For  instance,  William  Bell, 
who  lived  near  the  Bay  of  Quinte  about  1830,  was  coroner  for  his  district, 
justice  of  the  peace— or  Squire,  as  he  was  called— general  merchant,  and 
general  factotum.  His  ledger  shows  that  he  sold  whisky,  onions,  apples,  fruit 
trees,  skins,  dressed  timber,  meat,  paper,  tobacco,  sleigh  runners,  and  men’s 
or  women’s  furnishings.  He  was  banker  and  moneylender,  he  dealt  in  live- 
stock, sold  medicines,  hired  out  horses  and  oxen  for  ploughing  or  hauling, 
did  carriage  and  cartage  work,  sent  money  to  distant  places  on  behalf  of 
clients,  sold  lasts,  awls,  and  leather,  lent  shuttles  and  other  odds  or  ends,  and 
supplied  board  and  lodging.  He  established  a miscellaneous  workshop  in 
which  he  and  his  employees  made  shirts,  waistcoats,  pantaloons,  boots  and 
shoes.  On  one  occasion  he  entered  in  the  ledger,  presumably  on  behalf  of  a 
one-legged  customer,  “For  half  a pair  of  shoes  . . . 5/-.” 

His  customers  paid  for  goods  with  produce  or  money.  The  storekeeper 
took  anything  he  could  sell  locally  or,  through  the  merchants  in  the  larger 
cities,  to  consumers  in  other  parts  of  Canada  and  abroad.  The  trade  was 
usually  on  a credit  basis.  The  farmer  was  debited  on  the  books  for  what  he 
obtained,  then  was  credited  for  the  produce  he  delivered  to  the  store.  That 
sort  of  arrangement  applied  to  other  transactions  as  well.  For  example,  we 
know  of  one  farmer  who  paid  his  blacksmith’s  bill  by  delivering  to  the 
smithy  many  pounds  of  veal,  beef,  and  butter,  fourpence  in  cash,  and  still 
owed  nearly  a sovereign. 

Early  Industries.  The  first  industries,  apart  from  the  domestic  usufactures, 
to  be  established  on  the  frontier  were  those  of  the  usual  retail  craftsman, 
and  those  early  service  stations,  the  grist-mill  and  the  saw-mill.  A few  of 
these  mills  were  at  work  in  Upper  Canada  before  1800,  and  by  1836  about 
1,600  of  them  were  scattered  over  the  province.  The  mill,  built  alongside 
some  rapid  or  waterfall,  often  became  the  nucleus  of  a village  or  town.  To 
it  came  the  farmers  with  their  logs  or  sacks  of  grain;  the  general  store  was 
there  to  serve  their  needs,  and  the  storekeeper  became  the  postmaster.  A 


A grist  mill  in 
Upper  Canada. 


church  was  built,  an  inn,  a brewery  or  distillery,  a potash  plant,  a smithy 
which  might  grow  into  a stove  or  implement  shop;  a soap  and  candle  works, 
possibly  a carding  mill  which  prepared  wool  or  flax  for  spinning  and  a 
fulling  mill  which  scoured  and  felted  woollen  cloth;  a cobbler’s  shop  and 
later  a tailor’s  or  dress-maker’s  establishment. 

By  1835  one  or  two  more  ambitious  industries  were  at  work.  The  St. 
Maurice  ironworks  at  Three  Rivers  had  been  famous  during  the  French 
regime.  It  smelted  a local  deposit  of  high  grade  ore  with  charcoal,  pro- 
duced iron  that  was  said  to  be  equal  to  the  best  Swedish,  and  made  it  into 
bar  iron  for  blacksmiths,  potash  or  sugar  kettles,  kitchen  utensils  and  stoves. 
The  settler  felt  he  was  reaching  a stage  of  comfort  when  he  could  afford  a 
St.  Maurice  stove;  it  was  usually  the  most  expensive  article  of  furniture  in 
his  house,  and  its  installation  was  a fit  excuse  for  a party. 

In  Upper  Canada  rich  iron  ore  was  found  on  the  surface  in  Hastings 
County,  just  north  of  the  Bay  of  Quinte.  In  1823  a blast  furnace  and 
foundry  were  built  at  Marmora,  with  “a  steam  engine  driving  powerful 
lathes”;  but  as  there  was  no  waterway  available,  freight  costs  were  high 
and  the  works  never  grew  large.  Iron  and  copper  were  mined  east  of  Gana- 
noque,  lead  was  found  in  the  Niagara  peninsula,  some  small  iron  or  brass 
foundries  were  at  work  in  1836,  while  paper,  salt,  plaster,  and  oil  were  being 
produced  on  a small  scale. 

Transportation.  Canada’s  first  transportation  problem  was  how  to  make  the 
best  possible  use  of  the  rivers  and  inland  seas  within  the  St.  Lawrence 
drainage  area.  Stretching  from  the  head  of  Lake  Superior  to  the  Atlantic 
was  a magnificent  gift  of  nature;  but  it  was  the  sort  of  gift  horse  that  had 
to  be  looked  in  the  mouth,  then  receive  some  dental  treatment.  Its  value 
was  impaired  by  two  disabilities.  One  of  these,  the  winter  ice,  could  not 
be  overcome;  but  the  other,  the  falls  and  rapids,  could  be  by-passed  by 
building  canals  and  locks.  Between  Lake  Superior  and  Lake  Huron  the 
Sault  Ste.  Marie  rapids  lowered  the  water  level  by  20  feet;  the  step  down 
at  Niagara  from  Lake  Erie  to  Lake  Ontario  was  about  330  feet,  and  at  the 
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seven  rapids  on  the  St.  Lawrence  the  river  fell  about  220  feet. 

So  long  as  transportation  was  chiefly  concerned  with  handling  furs  and 
fur-traders’  supplies  in  canoes,  these  obstacles  to  navigation  could  be  over- 
come by  shooting  the  rapids  or  by  carrying  the  bundles  over  the  portage. 
Once  settlement  spread  beyond  the  first  St.  Lawrence  rapids,  something 
better  was  necessary.  Immigrants  wanted  an  easier  way  of  getting  to  their 
new  home.  Upper  Canada  needed  a safe  continuous  channel  for  importing 
its  supplies  and  exporting  its  staples.  During  the  War  of  1812  British  troops 
found  it  uncomfortable  to  have  to  communicate  with  Upper  Canada  along 
a river  broken  by  rapids  and  bounded  on  one  side  by  enemy  territory. 
When  peace  came,  the  merchants  of  Montreal,  who  were  just  losing  the  fur 
traffic,  began  to  dream  of  a far  greater  commercial  empire  in  the  heart  of 
the  continent.  They  had  a vision  of  Montreal  as  a great  port  serving  the 
millions  of  people  who  were  flocking  into  the  states  which  bordered  the 
I^akes.  Their  city  was  nearer  than  New  York  to  Europe;  goods  shipped  from 
Buffalo  via  Montreal  to  Liverpool  would  travel  about  300  miles  less  than  if 
they  went  through  New  York.  Why  should  not  the  St.  Lawrence  become 
the  chief  highway  between  Europe  and  the  North  American  heartland? 

If  this  dream  was  to  come  true,  Montreal  must  strive  hard  to  make  it  do 
so,  especially  by  challenging  the  Erie  Canal-Hudson  River  route  to  New 
York  port.  The  canal  was  attracting  eastbound  traffic  from  upstate  New 
York,  from  the  states  south  of  Lake  Erie  and  beyond;  but  in  addition  it  was 
serving  the  Canadian  communities  on  Lake  Ontario  through  a branch  canal 
which  reached  that  lake  at  Oswego,  and  also  those  on  the  Lake  Erie  shore 
of  the  rapidly  developing  western  peninsula  of  Upper  Canada.  Montreal 
must  act  quickly  and  courageously  if  she  was  to  realise  even  part  of  her 
ambition. 

The  coming  of  the  steamship  emphasized  the  need  for  improved  water- 
ways. Canadians  were  quick  to  become  interested  in  steamboats.  Two 
years  after  Fulton  made  his  famous  trip  up  the  Hudson  in  the  Clermont, 
John  Molson  and  two  other  Montrealers  copied  him.  Their  boat,  the  Accom- 
modation, was  only  72  feet  long  and  her  Canadian-built  engine  was  rated 
at  only  6 h.p.  In  1809  she  started  on  her  first  journey  down  to  Quebec.  As 
the  river  had  no  lights  or  buoys,  she  anchored  at  night  and  took  three  days 
to  travel  the  180  miles;  but  sailing  vessels  often  took  jfifteen  days.  The  service 
thus  started  proved  unprofitable,  so  Molson  ordered  a 26  h.p.  engine  from 
Boulton  and  Watt,  and  in  1811  the  Swiftsure,  120  feet  long,  was  launched. 
During  the  War  of  1812  she  served  as  a troopship  on  the  lower  river,  and 
after  peace  came  was  joined  by  two  still  better  boats  with  60  h.p.  engines. 
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By  that  time  steam  was  invading  lake  traffic.  In  1816  a steamship  was 
built  at  Bath,  a few  miles  west  of  Kingston,  with  a 50  h.p.  engine  at  a cost  of 
nearly  $100,000.  With  her  sister  ship,  launched  in  1818,  she  plied  regularly 
along  the  lake  shore  and  as  far  down  the  river  as  Prescott;  but  further 
progress  was  stopped  there  by  the  first  of  the  rapids. 

Canals.  When  the  British  took  Canada  a canal  boom  was  just  beginning  in 
England.  The  interest  extended  to  the  new  province,  and  soon  four  shallow 
“cuts”  were  made  round  some  of  the  St.  Lawrence  rapids,  to  provide  a way 
for  the  flat-bottomed  boats  which  were  the  usual  river  craft  at  that  time. 
After  1815  construction  was  undertaken  on  a more  ambitious  scale.  It  was 
slow  work,  for  LTpper  and  Lower  Canada  could  not  pull  together,  and  the 
farmers,  especially  in  the  lower  province,  were  opposed  to  the  costly  plans 
advocated  by  the  merchants.  By  1850,  however,  a boat  could  circumvent 
the  whole  series  of  St.  Lawrence  rapids  by  passing  through  forty  miles  of 
canal  and  twenty-seven  locks.  It  could  “climb  Niagara”  through  the  Wel- 
land Canal,  opened  in  1829,  and  be  lifted  330  feet  in  twenty-six  locks.  In 
1855  the  United  States  opened  a canal  at  the  Sault  Ste.  Marie  on  the  Ameri- 
can side  of  the  rapids,  thus  opening  the  way  for  boats  to  pass  into  Lake 
Superior. 

There  was  an  alternative  route  from  Montreal  to  Upper  Canada.  It  went 
up  the  Ottawa  river,  then  along  the  Rideau  Canal  from  Ottawa  to  Kingston. 
The  British  government  began  making  this  canal  in  1826,  purely  as  an  aid 
to  the  defence  of  the  country.  There  had  been  two  wars  on  the  Canadian- 
American  frontier  within  the  preceding  half-century;  there  might  be  others, 
and  the  “undefended  frontier”,  of  which  so  much  is  said  today,  did  not 
become  “undefended”  till  after  1871.  Consequently  the  Rideau  Canal  would 
“enable  the  government  to  forward  stores,  provisions,  ammunition  and 
troops  ( in  small  gunboats ) to  the  upper  parts  of  the  Province  without  the 
risk  of  capture  or  of  being  engaged  in  time  of  war  in  petty  hostilities  with 
the  Americans  on  the  St.  Lawrence.” 

Colonel  By,  the  engineer  in  charge,  was  so  sure  that  the  route  would  be 
valuable  commercially  that  he  got  permission  to  make  the  channel  and 
locks  of  the  Rideau,  as  well  as  of  the  Welland,  large  enough  to  be  used  by 


A deep  cut  on  the 
Welland  Canal. 
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trading  vessels  or  barges.  The  Canal  was  finished  in  1832  and  cost  about 
£1,000,000.  Though  it  was  used  for  a time  by  immigrants  and  traders,  it 
failed  to  attract  that  large  volume  of  traffic  which  Colonel  By  had  expected. 

In  this  respect  it  fared  little  worse  than  did  the  St.  Lawrence  canals.  The 
competition  of  the  Erie  Canal,  then  the  coming  of  railroads,  reduced  the 
value  of  the  Canadian  canals.  American  goods  continued  to  move  on  Ameri- 
can routes,  and  many  Canadian  goods  and  passengers  did  likewise.  The 
waterway  down  the  Lakes  to  the  Atlantic  refused  to  become  as  important 
in  fact  as  it  had  been  in  the  fancies  of  the  ’twenties  and  ’thirties. 

Roads.  The  early  roads  do  not  seem  to  have  had  any  history.  Apparently 
they  just  grew  from  trails  through  the  forest  to  rough  corduroy  roads,  then 
to  graded,  gravelled,  even  macadamized  highways.  Following  the  old 
European  practice,  the  government  ordered  every  male  adult  to  work  a 
certain  number  of  days  each  year  on  the  roads,  bringing  a wagon  and  team 
with  him,  if  he  had  one.  This  “statute  labour”  was  often  badly  done,  and 
men  preferred  to  pay  half  a dollar  instead  of  giving  a day’s  work.  The 
system  was  better  than  nothing,  and  a better  one,  financed  by  taxes,  was 
slow  in  coming. 

Communications.  By  1850  Canada  had  obtained  other  aids  to  commercial 
life.  In  1834  there  were  48  newspapers  in  circulation,  none  of  them  a daily. 
The  postal  system  slowly  gave  better  service.  In  1834  there  were  over  230 
offices  in  Upper  and  Lower  Canada.  A rural  district  was  fortunate  if  it  got 
its  letters  once  a week;  even  between  Montreal  and  Quebec  there  were 
only  four  mails  a week.  The  delivery  of  a single-sheet  letter  cost  18  cents 
between  Montreal  and  Quebec  and  59  cents  between  Montreal  and  Ottawa. 
Yet,  despite  high  cost  and  poor  service,  settlers  were  so  anxious  to  get  their 
mail  that  one  of  the  earliest  acts  of  any  populated  district  was  to  petition  for 
a post  office.  Of  one  postmaster  it  is  recorded  ( 1850 ) that  he  filled  his  plug 
hat  with  letters  on  Sunday  and  distributed  them  at  church.  As  mail  coach 
services  were  established  on  the  main  roads  the  delivery  became  more 
frequent,  but  real  improvement  had  to  await  the  coming  of  the  railroad. 
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Currency  and  Credit.  Barter  was  the  basis  of  Canada’s  earliest  trade.  The 
Indians  brought  their  furs  to  the  white  man’s  post  and  traded  them  for 
blankets,  powder,  guns,  or  fire-water.  The  farmer  likewise  bartered  with  the 
loeal  merehant,  smith,  or  mill  owner,  and  workmen  elearing  land  were  paid 
largely  in  salt  pork.  Even  before  the  settled  parts  of  the  country  had  an 
adequate  supply  of  currency,  the  value  of  goods  was  expressed  in  terms  of 
money,  and  the  storekeeper  did  much  to  develop  the  making  and  use  of  paper 
money.  For  instance,  if  Farmer  Smith  sold  potash  worth  £.10  to  Squire  Bell, 
he  might  get  in  return  a receipt  on  which  the  Squire  acknowledged  his 
indebtedness.  If  Smith  wished  he  could  then  hand  this  receipt  to  some 
creditor,  who  would  thus  be  able  to  get  £ 10,  or  its  equivalent  in  goods,  from 
the  storekeeper.  Or  Smith  might  give  his  creditor  a promissory  note  or 
I.O.U.  for,  say,  £10.  The  Squire  would  pay  this  sum  in  cash  or  goods  if  the 
holder  of  the  note  presented  it  to  him,  and  debit  Smith’s  account  with  that 
amount. 

Metallic  money  was  scarce  during  the  early  nineteenth  century.  As  there 
was  no  Canadian  mint  until  1908,  the  country  had  to  depend  on  the  coins 
brought  in  by  settlers  and  traders  or  on  those  ordered  by  the  government 
from  the  mint  in  Britain.  At  the  ports  the  coins  were  a jumble  drawn  from 
almost  all  the  countries  on  both  sides  of  the  Atlantic— gold  guineas  or  sov- 
ereigns, eagles,  doubloons,  louis  d’or,  and  the  like;  silver  crowns,  shillings, 
and  dollars.  Many  of  them  were  badly  depreciated  by  wear  and  tear.  The 
official  currency  was  pounds,  shillings,  and  pence;  but  the  dollar  was  the 
least  scarce  coin,  and  in  1858  the  decimal  currency  with  the  dollar  as  unit 
was  formally  adopted.  Some  governments  issued  notes  which  they  would 
not  redeem  in  metal.  While  these  notes  were  legal  tender  inside  the  province 
that  had  issued  them,  they  were  not  accepted  elsewhere,  save  at  a big  dis- 
count. Some  pound  notes  were  on  one  occasion  sold  by  auction  for  eleven 
shillings. 

Banking.  Canada  had  no  proper  bank  till  1817.  Prior  to  that  year  the  store- 
keeper, miller,  or  wholesale  merchant  might  do  banking  as  a sideline.  In 
1817  the  Bank  of  Montreal  was  founded,  and  others  appeared  soon  after- 
ward in  Montreal,  Quebec,  Kingston,  Toronto,  and  Halifax.  The  Bank  of 
Upper  Canada  was  set  up  under  the  wing  of  the  government,  which 
supplied  a quarter  of  the  capital.  By  1836  twenty-one  banks  were  at  work 
in  the  various  provinces,  some  of  them  were  already  setting  up  branches  or 
agencies  in  other  towns,  and  $5,000,000  of  notes  were  in  circulation.  When 
in  1837  a crisis  hit  New  York  and  the  banks  there  were  unable  to  redeem 
their  notes  in  specie,  Canadian  banking  was  severely  shaken.  The  Bank  of 
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Montreal  suspended  specie  payment  and  the  legislature  of  Upper  Canada 
authorized  banks  to  refuse  to  cash  their  notes.  Canada  thus  experienced  her 
first  serious  modern  crisis,  and  the  depression  which  ensued,  combined  with 
a failure  of  the  wheat  crop,  helped  to  foment  the  political  disturbances  of 
1837-38. 

During  later  years  government  regulation  of  banks  gradually  became 
more  detailed.  The  union  of  the  two  Canadas  in  1841  permitted  uniform 
control  in  both  provinces.  In  1850  banks  were  forbidden  to  issue  notes 
unless  they  had  been  incorporated  by  act  of  parliament  or  by  charter. 
Periodical  statistics  were  demanded  of  them.  In  order  to  stress  the  need  for 
cautious  bank  policies  it  was  decreed  that  shareholders  were  liable  for 
double  the  amount  of  their  share  capital  if  the  bank  became  insolvent. 

Canada’s  commercial  progress  might  have  been  much  slower  but  for  the 
preference  given  to  her  lumber,  wheat,  and  potash.  In  1840  Canada  was 
supplying  three-quarters  of  the  British  imports  of  lumber. 
Preference  We  cannot  say  how  much  of  this  predominance  was  due  to 
preference  and  how  much  to  the  fact  that  Canadian  pine, 
though  inferior  to  Baltic,  was  suitable  for  the  interior  fixtures  of  British 
houses.  Certainly  the  Canadian  lumber  interests  regarded  the  low  tariff 
rates  as  the  foundation  stone  of  their  prosperity  and  “saw  nothing  but  blue 
ruin  facing  them  should  the  timber  duties  be  interfered  with”  ( Shortt ) . 

The  preference  on  wheat  was  a complicated  affair.  In  the  Corn  Law  of 
1815  distressed  British  farmers  were  given  “farm  relief”  by  closing  the  door 
on  Canadian  wheat  until  the  domestic  price  reached  near-famine  levels 
(67/-  a quarter,  or  $2.10  a bushel),  and  on  foreign  wheat  till  famine  price 
prevailed  (80/-,  or  $2.50).  In  1822  the  door  was  opened  permanently.  An 
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act  of  1828  provided  that  if  the  domestic  price  was  below  67/-  a quarter, 
Canadian  wheat  paid  a duty  of  15  cents  a bushel,  but  foreign  grain  paid 
62  cents.  If  it  went  over  67/-  the  duty  on  Canadian  wheat  dropped  at  onee 
to  1^2  cents,  but  that  on  foreign  was  reduced  by  steps  and  never  got  below 
3 cents. 

This  preference  was  of  great  value  to  the  farmers  of  Upper  Canada  and 
to  the  millers,  merehants,  and  shippers  of  both  provinces.  The  grainfields 
spread  wider,  the  mills  multiplied,  and  the  exports  rose  high  for  a few  years. 
The  only  trouble  was  that  British  prices  were  scarcely  ever  above  67/-,  and 
that  consequently  Canadian  grain  usually  had  to  pay  the  15  cents  a bushel, 
thus  making  the  business  far  less  profitable  than  it  would  be  if  the  duty  were 
only  IV2  cents.  The  grain  interests  therefore  felt  that  if  the  British  govern- 
ment could  be  persuaded  to  charge  the  low  duty  regardless  of  priee,  but 
keep  the  rate  on  foreign  grain  high,  then  everybody— except  the  foreign 
farmer  and  the  British  eonsumer— would  be  happy. 

It  was  good  news,  therefore,  that  came  from  London  in  1843.  Parliament 
had  decreed  that  Canadian  wheat  and  flour  be  admitted  at  a nominal  duty 
of  3 cents  a bushel,  no  matter  what  the  price.  It  had  also  agreed  to  charge 
only  this  small  duty  on  flour  made  in  Canada  from  American  wheat, 
provided  the  Canadian  government  continued  to  eollect  the  duty  of  9 eents 
a bushel  it  had  imposed  on  that  wheat  in  1842..  In  Canada  these  terms  were 
interpreted  as  revealing  a desire  to  encourage  the  settler,  help  the  millers, 
bring  ships  through  the  canals,  and  generally  aid  the  now  united  provinces. 
The  canals  were  rushed  vigorously  on  to  completion  with  deeper  and  larger 
locks,  production  and  exports  mounted,  and  the  Montreal  millers  expanded 
their  plants  to  cope  with  the  expected  flood  of  Canadian  and  American 
grain. 

In  England,  parliament’s  action  had  a rather  different  meaning.  It  was 
one  more  step  toward  the  sweeping  away  of  Corn  Laws,  preferences.  Navi- 
gation laws,  and  other  survivals  of  the  old  protectionist  and  colonial  system. 
The  free  trade  movement,  now  gaining  in  strength,  had  little  sympathy  with 
any  producer  of  grain,  lumber,  or  anything  else  who  could  not  stand  up 
without  such  props  as  preference.  Perhaps  Canadians  had  been  blind  to  the 
growing  strength  of  the  free  trade  cause.  Consequently  the  repeal  of  the 
Corn  Laws  in  1846,  the  admission  of  grain  from  any  country  duty-free,  and 
the  whittling  away  of  the  preferences  on  timber,  furs,  and  potash  filled  them 
with  dismay  and  fierce  resentment.  How  dare  mother  decide  to  buy  her 
goods  where  she  could  get  them  most  cheaply?  What  was  the  good  of  a 
parent  who  cut  family  sentiment  out  of  business? 
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The  parliament  of  United  Canada  sent  an  address  to  Queen  Victoria  in 
which  it  hinted  that  if  the  colony  was  no  longer  to  enjoy  preferences  it  must 
consider  whether  it  was  worth  while  staying  inside  the  Empire.  The 
Montreal  merchants  showed  their  anger  in  the  famous  Annexation  Mani- 
festo of  1849,  in  which  they  declared  that  the  only  remedy  was  “a  friendly 
and  peaceful  separation  from  British  connection,  and  a union  upon  equit- 
able terms  with  the  great  North  American  confederacy  of  sovereign  states”. 

Union  did  not  happen;  nor  did  the  ruin  of  the  grain  and  lumber  trades. 
But  three  other  things  did  happen:  the  beginning  of  a protective  tariff 
policy,  the  arranging  of  a reciprocal  trade  agreement  with  the  United  States, 
and  the  movement  to  Confederation. 

The  Tariff.  After  1846  the  provincial  legislatures  gained  control  over  their 
own  customs  duties  and  by  1859  had  asserted  their  right  to  shape  the  tariff 
as  they  pleased.  By  that  time  the  need  for  revenue  and  the  desire  to  protect 
local  manufacturers  were  forcing  the  government  of  United  Canada  to 
make  the  tariff  wall  higher.  The  costly  canals,  built  with  borrowed  money, 
were  not  earning  sufficient  income  to  pay  the  interest  bills.  Roads  and  other 
public  works  had  added  their  share  to  the  weight  of  debt. 

Meanwhile,  manufactures  had  come  into  being,  fed  by  the  demand  for 
goods  from  the  canals,  flour  mills,  shipyards,  railroads,  and  farms.  In  small 
towns  many  a workshop,  set  up  to  serve  some  local  need,  had  found,  a wider 
market  and  expanded  into  a factory.  In  Montreal  a little  industrial  revolu- 
tion took  place  when  water  diverted  from  the  Lachine  rapids  for  the 
enlarged  canal  became  available  for  driving  machinery  in  new  factories  or 
in  expanding  old  ones.  The  chief  of  these  were  the  flour  mills,  one  of  which 
was  five  floors  high  and  employed  200  men.  Around  the  canal  locks  other 
plants  made  engines  and  boilers,  paint,  cottons  and  woollens,  tools,  rope, 
tobacco,  agricultural  implements,  paper,  nails,  fire  engines,  and  rubber 
goods,  while  in  Montreal  itself  clothing  shops,  shoe  factories,  and  large 
printeries  were  to  be  found  by  1856. 

Some  of  these  works  were  large-scale,  as  for  example  the  rubber  factory 
which  made  1,000  pairs  of  rubbers  or  shoes  daily,  or  the  refinery  which 
produced  3,000  barrels  of  sugar  each  month.  Some  boasted  of  the  high 
quality  of  their  wares,  as  for  example  the  woollen  mill  which  had  won 
fifteen  first  or  second  class  medals  at  the  Paris  Exhibition  in  1855,  or  the  fire 
engine  factory  which  got  a gold  medal  at  that  exhibition  and  received  orders 
from  Europe  for  its  product.  Some  Were  up-to-date,  as  for  instance  the 
shirt  factory  which  employed  300  women  and  used  some  of  the  new  sewing 
machines,  or  the  marine  engine  works  which  proclaimed  the  superiority  of 
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its  propeller  over  the  old  paddle  wheel. 

Yet  few  of  these  industries  could  hope  to  sell  goods  abroad.  Their  wares 
were  dear  in  comparison  with  imported  products,  so  they  must  be  assured  of 
the  home  market  by  tariff  protection.  The  protectionist  cause  made  little 
headway,  however,  until  1857,  when  a brief  but  severe  worldwide  depres- 
sion pushed  down  the  price  of  wheat  and  dried  up  the  flow  of  capital  for 
railroads  and  other  construction  jobs.  Faced  with  shrunken  revenue  and 
unshrinkable  interest  bills,  the  government  sought  more  money  by  raising 
the  tariff.  Some  duties  were  lifted  to  20  per  cent  and  therefore  looked  pro- 
tective. The  British  government,  now  completely  wedded  to  free  trade, 
read  Canada  a lecture  on  the  blessings  of  that  policy;  but  Galt,  the  finance 
minister  of  the  day  ( 1859 ) , retorted  that  a self-governing  colony  must  be 
allowed  to  decide  what  kinds  of  taxes  it  would  impose. 

Reciprocity.  The  idea  of  a reciprocal  trade  agreement  between  Canada 
and  the  United  States  was  put  forward  in  the  early  1840’s,  slipped  out  of 
sight  for  a time,  then  took  official  shape  after  many  years  of  fitful  negotia- 
tion in  the  Reciprocity  Treaty  of  1854.  While  there  was  no  wide-spread 
clamour  for  it  on  either  side,  sufficient  people  in  each  country  were  inter- 
ested in  striking  a bargain. 

What  had  Canada  to  offer  and  what  did  she  want  in  return?  She  could 
offer  two  things  that  some  Americans  wanted.  The  first  was  an  abundance 
of  fish  in  Canadian  coastal  waters.  Under  international  law  United  States 
fishermen  could  not  work  within  three  miles  of  the  Canadian  coast,  as  that 
strip  of  water  belonged  to  Canada.  By  1850  the  United  States  coastal  waters 
had  been  almost  emptied  of  fish,  but  Canada’s  inshore  fisheries  were  still 
well  stocked.  Canada  could  therefore  say  to  New  Englanders,  “We  will  let 
you  come  and  catch  our  fish  if  you  will  do  something  for  us  in  return.” 

The  second  Canadian  bait  was  the  St.  Lawrence  route.  The  canals  and 
the  Gulf  were  inside  the  Canadian  boundary,  and  Montrealers  still  believed 
that  a large  stream  of  traffic  from  the  Middle  West  could  be  induced  to  use 
them.  They  had  been  making  great  improvements  in  their  harbour.  In  the 
’twenties  there  were  no  wharves,  and  the  “ragged  and  muddy  haven”  was 
fringed  by  the  “clayey  and  generally  filthy  bank  of  the  city.”  By  the  ’fifties 
the  limestone  quays  and  the  line  of  docks  stretching  eastward  from  the 
Lachine  Canal  were  said  by  an  American  expert  to  be  “unsurpassed  by  any 
other  port  on  this  continent.” 

To  them  an  occasional  steamship  made  its  way  from  Europe,  completing 
the  journey  in  as  little  time  as  was  taken  on  the  run  from  Liverpool  to  New 
York.  Steam  was  expected  to  emphasize  more  than  ever  the  fact  that  the 
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best  way  from  the  heart  of  the  continent  to  Europe  lay  down  the  St.  Law- 
rence, and  that  the  United  States  would  benefit  immensely  if  Canada  gave 
her  easier  terms  for  the  use  of  that  route.  Little  was  said  about  winter’s 
throttling  of  the  river  traffic,  of  the  hazards  of  fog  and  icebergs  at  the  mouth 
of  the  Gulf,  of  the  heavier  insurance  rates— and  consequently  of  the  much 
higher  freight  rates— that  had  to  be  paid,  or  of  the  difficulty  in  finding  car- 
goes in  Europe  for  the  return  journey.  Montreal  did  not  dwell  on  these 
things,  and  the  Mid- West  American  enthusiasts  for  the  route  either  had  not 
thought  about  them  or  did  not  mention  them. 

What  did  Canada  expect  in  return?  Just  two  things.  (1)  More  traffic 
down  the  St.  Lawrence,  more  revenue  from  canal  tolls  and  more  trade  for 
Montreal.  (2)  Easier  access  for  Canadian  natural  products  to  the  United 
States  market.  The  wheat  farmer  and  lumberman  especially  wanted  to  get 
their  goods  across  the  border,  now  that  the  British  market  was  open  to  all 
their  rivals  on  equal  terms.  True,  the  two  countries  produced  the  same 
general  kind  of  primary  produce,  and  in  the  ’forties  each  had  put  higher 
duties  on  imports  from  the  other.  Reciprocity  would  pull  these  tariff  walls 
down. 

The  Treaty  met  most  of  Canada’s  desires  at  the  price  she  was  willing  to 
pay.  ( 1 ) American  fishermen  could  enter  Canadian  waters  and  come  ashore 
to  dry  their  nets  or  cure  their  catch.  In  return  Canadians  could  fish  along 
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the  American  coast  as  far  south  as  latitude  36°  N.,  but  as  there  were  few  fish 
left  down  there  Canada  gained  a sardine  but  gave  a salmon.  ( 2 ) American 
vessels  could  use  the  St.  Lawrence  and  the  canals  on  the  same  terms  as 
Canadian  ships  paid.  (3)  A long  list  of  goods,  including  nearly  all  the 
products  of  farm,  forest,  mine,  and  sea,  could  be  sent  from  either  country  to 
the  other  duty-free.  The  Treaty  was  to  run  for  ten  years  and  could  then  be 
terminated  by  either  party. 

Reciprocity  came;  so  did  prosperity,  and  in  some  measure  the  first  was 
the  cause  of  the  second.  The  Maritimes  benefitted  most,  as  New  England 
was  now  open  to  their  coal,  lumber,  and  fish.  At  many  points  along  the 
international  boundary  farm  and  forest  products  passed  across  as  if  no 
border  existed,  and  people  bought  or  sold  where  they  gained  the  greatest 
advantage.  Canadians  turned  to  smoking  American  tobacco  and  the  culti- 
vation of  tobacco  leaf  was  wellnigh  abandoned  in  Ontario.  Canadian 
farmers  produced  more  barley  for  the  American  breweries  and  more  wool 
for  the  Massachusetts  mills,  A Toronto  provision  merchant  made  frequent 
trips  to  “Uncle  Sam’s  dominion,”  purchasing  produce  for  sale  in  Canada  or 
for  shipment  to  England,  and  consigned  Canadian  eggs,  butter,  and  cheese 
to  Boston  or  New  York. 

Toronto  had  already  benefitted  from  the  “free  bonding”  facilities  which 
the  United  States  initiated  in  1845,  by  which  goods  going  to  or  from  Canada 
could  pass  through  American  territory  in  bond  without  paying  duty.  Recip- 
rocity helped  to  strengthen  the  city’s  connection  with  the  regions  across  the 
border  and  through  them  with  New  York  City. 

The  Welland  Canal  was  now  used  by  more  American  vessels,  and  in  1856- 
58  there  was  great  interest  in  the  departure  of  about  thirty  vessels  from 
Great  Lakes  ports  for  England,  as  well  as  the  arrival  of  about  twenty  ships 
from  that  country.  But  this  new  day  for  the  St.  Lawrence  route  proved  to 
be  a false  dawn,  and  the  sailings  soon  came  to  an  end.  Even  the  abolition 
of  all  canal  tolls  failed  to  divert  the  trade  of  the  Middle  West  from  the  Erie 
Canal  and  the  American  railroads. 

Prosperity  was  due  to  many  factors  quite  apart  from  reciprocity.  The 
Crimean  War  ( 1854-56)  kept  Russian  grain  out  of  western  Europe,  thereby 
giving  North  American  farmers  a good  market  at  high  prices.  Canada  and 
the  United  States  shared  a railroad  boom  during  the  mid-fifties,  with  the 
consequent  heavy  expenditure  on  materials,  wages,  food,  and  certain  manu- 
factured goods.  During  the  Civil  War  America  bought  so  much  Canadian 
produce  that  for  a time  these  imports  far  exceeded  her  exports  to  Canada. 
The  idleness  of  the  American  merchant  marine  during  the  War  gave  an 
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open  ocean  to  Maritime  shipbuilders  and  shippers. 

In  1866  the  United  States  terminated  the  agreement,  for  mixed  reasons. 
Some  Americans  said  Canada  was  getting  more  benefit  than  they  were,  and 
that  some  Canadian  tariff  increases  were  against  the  spirit  of  the  treaty, 
though  the  American  tariff  had  been  greatly  increased  during  the  war  years. 
Some  thought  that  Canada  would  plead  for  annexation  by  the  United  States 
if  reciprocity  was  withdrawn.  Northerners  were  angry  at  the  apparent  sym- 
pathy of  Britain  for  the  Southern  cause;  and  as  victors,  they  were  in  an 
aggressive  mood  toward  things  in  general. 

It  was  hard  for  Canada  to  let  the  open  market  go,  and  vigorous  efforts 
were  made  to  persuade  Washington  to  change  its  mind.  Canada  therefore 
had  to  look  increasingly  inward  rather  than  southward,  and  to  seek  salva- 
tion by  building  up  an  economy  which,  thanks  to  Confederation,  could 
stretch  from  the  Atlantic  to  the  Pacific. 

SUPPLEMENTARY  READING 

General.  The  Canada  Year  Book  is  a mine  of  information  on  recent  developments.  In 
addition  it  has  published  many  historical  articles,  some  of  which  are  available  as 
separate  reprints.  See  the  list  of  these  articles  in  the  front  pages  of  the  Year  Book. 
The  Canadian  Historical  Review  and  the  Canadian  Journal  of  Economics  and  Political 
Science  contain  articles  or  reviews  of  books  on  Ganadian  economic  history.  Canada 
and  Its  Provinces  has  chapters  that  are  most  useful.  Other  books  which  cover  long 
periods  are: 

Innis,  M.  Q.,  An  Economic  History  of  Canada. 

Gurrie,  a.  W.,  Canadian  Economic  Development. 

Brebner,  J.  B.,  The  North  Atlantic  Triangle. 

Glazebrook,  G.  P.,  a History  of  Transportation  in  Canada. 

Orville,  J.  M.,  Commercial  Policy  in  the  Canadian  Economy. 

Hansen,  M.  L.,  and  Brebner,  J.  B.,  The  Mingling  of  the  Canadian  and  American  People. 

BOOKS  RELATING  TO  THIS  GHAPTER 

Munro,  W.  B.,  The  Seigniorial  System  in  Canada. 

Jones,  R.  L.,  Agriculture  in  Ontario,  1613-1880. 

Landon,  F.,  Western  Ontario  and  the  American  Frontier. 

Innis,  H.  A.,  The  Cod  Fisheries,  chaps.  8-11. 

Greighton,  D.  G.,  The  Commercial  Empire  of  the  St.  Lawrence. 

Tucker,  G.  N.,  The  Commercial  Revolution,  1845-1851. 

Masters,  D.  G.,  The  Reciprocity  Treaty  of  1854. 

Fox,  W.  S.,  Letters  of  William  Davies,  1854-1861. 

The  best  single  piece  of  supplementary  reading  would  be  Gurrie’s  Canadian  Economic 
Development,  chaps.  1-6. 


Many  strands  went  into  the  making  of  Confederation.  Some  of  them  were 
of  sombre  colour.  There  was  fear  of  what  the  United  States  might  do  to 
Canada  when  the  Civil  War  was  over;  disappointment  over  the  inability 
of  Canada  East  and  Canada  West  to  work  smoothly  together  in  United 
Canada;  and  dismay  over  the  impending  end  of  reciprocity.  Other  strands 
were  of  brighter  hue.  They  included  the  hope  that  a federal  government 
would  be  strong  enough  to  take  effective  hold  of  the  West  and  that  all  the 
provinces  would  benefit  if  federation  welded  them  into  a free  trade  market. 

“All  the  provinces”  could  not  originally  be  more  than  six,  even  if  New- 
foundland entered.  She  declined,  so  there  were  five.  Prince  Edward  Island 
rejected  the  plan  until  1873,  so  there  were  only  four  provinces  to  join  hands 
in  1867.  Two  of  them— Nova  Scotia  and  New  Brunswick— were  doubtful 
whether  they  were  gaining  anything  from  union  with  partners  who  were  far 
away  as  the  crow  flies  and  still  farther  as  human  beings  or  goods  had  to 
travel.  The  sea  journey  from  Quebec  to  Halifax  was  so  long,  unprofitable. 
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and  interrupted  by  winter  that  no  adequate  shipping  service  was  in  opera- 
tion. The  land  trip  on  Canadian  territory  was  roundabout  through  inhos- 
pitable country,  and  in  1860  the  quickest  way  from  Montreal  to  Nova 
Scotia  was  via  Portland,  Maine.  Consequently  it  was  impossible  for  central 
Canada  to  “sell”  Confederation  to  the  Maritimes,  then  to  British  Columbia, 
unless  intercolonial  rail  connections  were  part  of  the  bargain. 

By  the  terms  of  that  bargain,  then  by  the  pressure  of  events,  the  young 
Dominion  found  itself  concerned  with  three  major  economic  tasks:  the 
extension  of  existing  railroads  into  a transcontinental  system;  the  opening 
up  of  the  West;  and  the  pursuit  of  a “National  Policy”  to  encourage  and 
protect  agriculture  and  industry.  Let  us  begin  with  the  first. 

To  Canada  the  railroad  offered  many  benefits.  ( 1 ) It  could  be  a substi- 
tute for  portage  canals.  (2)  It  opened  a way  of  escape  from  the  winter 
paralysis  of  water  traffic.  Passengers  and  many  kinds  of 
Railroads  goods  could  move  almost  as  easily  in  winter  as  in  summer; 

and  if  Montreal  got  access  by  rail  to  an  ice-free  Atlantic  port 
she  would  not  have  to  shut  down  her  overseas  trade  for  a third  of  the  year. 
( 3 ) The  railroad  would  open  up  settlement  in  districts  which  had  no  water- 
ways, and  was  an  indispensable  prelude  to  developing  the  prairies.  (4) 
The  rebellion  of  1837  and  the  fear  of  invasion  during  or  immediately  after 
the  Civil  War  emphasized  the  need  for  greater  mobility  of  troops  and  muni- 
tions. (5)  The  provinces  must  be  linked  by  rail  if  the  political  union 
achieved  in  1867  was  to  become  a reality. 

These  benefits  had  to  be  paid  for  and  the  price  was  high.  Few  routes 
were  likely  to  provide  sufficient  traffic  and  yield  enough  revenue  to  lure 
private  enterprise  into  building  a line.  The  choice  was  between  subsidized 
private  ventures  and  government  operation.  Most  of  the  railroads  were  of 
the  former  kind;  sometimes  the  aid  came  from  the  Dominion  government, 
but  the  provinces  and  some  municipalities  added  their  bit.  But  one  line. 
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An  early 
Grand  Trunk 
engine. 


the  Intercolonial,  was  so  unpromising  that  even  subsidized  capitalists  would 
not  touch  it  and  the  government  had  to  shoulder  the  whole  burden. 

The  first  railroad,  apart  from  the  tracks  at  the  Sydney  mines,  was  a 
portage  line.  The  best  trade  route  from  Montreal  to  the  United  States  ran 
up  the  Richelieu  River  to  Lake  Champlain;  but  the  river  was  broken  by  falls 
at  Chambly.  In  1831  a Montreal  company  was  authorized  to  build  a rail- 
road that  would  circumvent  this  obstacle,  and  in  1836  the  first  train  ran  the 
sixteen  miles  from  La  Prairie  on  the  south  bank  of  the  St.  Lawrence  to  St. 
John’s  on  the  Richelieu.  During  the  ’thirties  and  ’forties  many  short  lines 
were  planned,  but  few  were  built,  and  in  1850  Canada  had  only  sixty-six 
miles  of  railway. 

The  Grand  Trunk.  That  year  was  the  turning  point,  and  by  Confederation 
over  2,000  miles  of  track  were  in  use.  The  giant  of  this  railroad  boom  was 
the  Grand  Trunk  Railway.  In  1853  it  connected  Montreal  with  the  ice-free 
port  of  Portland.  In  1856  its  trains  ran  between  Montreal  and  Toronto,  and 
two  years  later  its  western  terminus  was  at  Sarnia.  By  1860  it  was  the 
longest  railway  in  the  world,  with  1,100  miles  of  track  stretching  from  Port- 
land and  Riviere  du  Loup  (east  of  Quebec)  to  the  far  side  of  Ontario.  From 
this  main  line  other  companies  built  spurs  to  Ottawa,  Peterborough,  Lind- 
say, and  Collingwood.  These  were  soon  absorbed  by  the  Grand  Trunk,  as 
were  lines  running  from  Montreal  to  the  United  States  border.  By  1870  the 
western  terminus  was  in  Detroit. 

Thus  the  Grand  Trunk  bestrode  the  settled  areas  of  Quebec  and  Ontario 
and  linked  them  with  the  United  States.  In  1870  it  was  replacing  iron  rails 
with  steel,  running  “Pullman’s  Palatial  Sleeping  Palaces”  on  its  night  trains 
and  “Palace  Drawing  Rooms”  on  its  day  trains.  It  did  not  precede  settle- 
ment; there  was  already  population  along  the  way,  so  it  escaped  the  long 
wait  for  traffic  and  revenue  that  many  North  American  lines  had  to  endure. 
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True,  its  profits  were  not  large,  and  the  expectation  that  the  line  would 
attract  Mid-West  American  produce  to  Montreal  was  not  fulfilled.  But  the 
Grand  Trunk  did  change  the  character  of  transportation  in  central  Canada. 
The  commercial  life  of  the  region  moved  more  regularly  and  quicker. 

The  Intercolonial.  With  Confederation  the  railroad  story  opened  a new 
chapter— that  of  linking  the  extremities  with  the  centre.  The  Maritimes 
demanded  rail  connection  with  Quebec  as  part  of  the  price  of  their  entry 
into  the  federal  union.  The  line,  built  as  a government  enterprise,  began  at 
the  Riviere  du  Loup  terminus  of  the  Grand  Trunk,  and  by  1876  reached 
Moncton,  Saint  John,  Truro,  and  Halifax.  From  the  start  it  was  an  unprofit- 
able property,  for  in  its  desire  to  keep  far  away  from  the  United  States 
frontier— lest  it  be  interrupted  in  the  event  of  war— it  went  along  two  sides 
of  a right-angled  triangle  instead  of  on  the  hypotenuse,  and  picked  up  little 
local  freight  on  the  long  trail.  The  hypotenuse  crossed  Maine,  and  so  was 
out  of  bounds  as  route  for  a government  line. 

The  second  railroad  price  and  product  of  Confederation  was  a line  to  the 
far  west.  British  Columbia  asked  for  a wagon  road  and  got  a railway,  not  out 
of  simple  generosity  but  because  a line  was  essential  for  opening  up  the 
prairies.  To  that  great  task  many  Canadians  had  been  giving  thought  since 
at  least  1850.  We  must  therefore  turn  now  to  see  what  had  been  happening 
in  the  vast  wilderness  lying  west  and  north  of  settled  central  Canada. 

Over  a great  part  of  that  wilderness  the  Hudson’s  Bay  Company  enjoyed 
its  monopoly  as  trader,  ruler,  and  landowner.  The  charter  of  1670  gave  it 
these  powers  over  all  territory  drained  by  rivers  which  emptied 
The  into  Hudson  Bay  or  Hudson  Strait.  This  region,  known  as 

Canadian  Rupert’s  Land,  was  a broad  horse-shoe— or  broken  doughnut— 
West  around  the  Bay,  plus  a wide  expanse  going  far  west  to  include 

the  valley  of  the  Saskatchewan  River  and  far  south  to  embrace 
the  Red  River  Valley. 

The  Company  had  neither  the  capital  nor  the  men  to  occupy  this  huge 
domain  effectively.  Its  staff  had  to  be  brought  from  the  British  Isles,  as  had 
also  much  of  their  food  and  other  supplies,  as  well  as  the  trade  goods.  Since 
the  annual  cargo  of  furs  occupied  little  shipping  space  there  was  no  point  in 
sending  out  more  than  two  or  three  vessels  each  year.  Consequently  only  a 
small  quantity  of  provisions  could  be  shipped  to  the  Bay  and  only  a small 
number  of  men— about  200  in  1770— could  be  maintained  at  the  posts.  The 
Company  therefore  limited  its  settlements  to  about  half  a dozen  trading 
centres  at  river  mouths  and  tried  to  induce  the  Indians  to  come  there  with 
the  furs  they  had  collected.  This  policy  worked  well  so  long  as  the  Indians 


Trading  Posts  and  Canoe  Routes. 


were  disposed  to  cooperate  and  come.  If,  however,  rival  buyers  attracted 
them  elsewhere,  or  went  into  the  trapping  regions  to  buy  the  pelts  at  the 
point  of  “production,”  the  Company  would  have  to  change  its  ways  or  see 
its  business  grievously  injured. 

This  happened  after  1763.  The  merchants  who  invaded  Montreal  were 
more  aggressive  than  their  French  predecessors  had  been  and  had  far  more 
capital  in  hand.  They  took  some  French  traders  as  partners  and  hired  young 
Canadiens  to  serve  in  the  canoe  crews  or  to  act  as  buyers  in  the  heart  of  the 
fur  country.  In  1783  they  formed  the  North  West  Company,  an  association 
of  partners.  The  international  boundary  fixed  in  that  year  forced  them  to  go 
northward.  They  therefore  set  out,  with  vigour  and  resourcefulness,  to 
attract  trade  from  the  Bay  territory  and  in  addition  they  went  farther  west 
and  north  beyond  the  bounds  of  that  territory  to  lands  which  had  not  been 
granted  to  the  Hudson’s  Bay  Company  in  1670. 

They  organized  their  business  in  two  parts.  The  first  involved  the  trans- 
port of  trade  goods  from  Montreal  to  the  head  of  the  Lakes,  in  big  canoes 
which  left  their  home  base  every  spring,  went  up  the  Ottawa,  worked  their 
way  over  to  Lake  Huron,  portaged  round  the  Sault  Ste.  Marie,  and  wound 
up  at  a spot  on  the  north  shore  of  Lake  Superior.  There— at  Grand  Portage 
and  later  at  Fort  William— the  second  part  of  the  plan  was  put  into  effect. 
The  cargoes  from  Montreal  were  exchanged  for  furs  which  had  been 
brought  there  by  the  “wintering  partners,”  the  men  who  were  stationed  in 
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the  fur  country  to  trade  with  the  natives.  Some  of  these  men  had  come  a 
thousand  miles  or  more,  in  canoes  of  perhaps  a ton  and  a half  capacity.  This 
meeting  of  east  and  west  was  a crowded  gathering,  and  at  its  height  there 
might  be  3,000  persons  present.  Then  the  big  canoes  departed  for  home 
with  their  bundles  of  fur.  The  smaller  craft,  laden  with  food  and  trade 
goods,  were  hurried  back  to  the  trading  outposts,  their  crews  eager  to 
reach  winter  quarters  before  the  snow  came. 

Some  of  those  quarters  were  far  beyond  Rupert’s  Land  on  rivers  which  ran 
into  the  Arctic  or  Pacific  Oceans.  From  one  of  them  a North  West  Company 
trader,  Alexander  Mackenzie,  made  his  trip  down  the  Mackenzie  River  to 
the  Arctic  (1789)  and  through  the  Rockies  to  the  Pacific  in  1793.  Another 
Nor’Wester,  Simon  Fraser,  reached  the  Pacific  in  1808  down  the  river  which 
bears  his  name.  These  were  not  the  first  Britons  to  visit  that  bit  of  coast.  In 
1778  Captain  Cook  discovered  Vancouver  Island,  and  the  furs  which  his 
crew  took  home  showed  that  valuable  skins  could  be  collected  west  of  the 
Rockies  as  well  as  east.  Soon  traders  from  Britain,  New  England,  Spanish 
America,  and  Russian  Alaska  were  seeking  furs  in  the  Pacific  Northwest  and 
the  Montrealers  joined  in  the  scramble  in  what  was  virtually  a no  man’s  land. 

Faced  with  such  energetic  competition  inside  and  beyond  its  borders,  the 
Hudson’s  Bay  Company  adopted  vigorous  counter-measures.  It  enlarged  its 
staff  and  set  up  trading  posts  at  strategic  points  far  inland.  It  reduced  the 
need  for  importing  food  by  encouraging  small-scale  cultivation  around  some 
posts,  and  in  1811  granted  a large  piece  of  land  in  the  Red  River  Valley  to  one 
of  its  stockholders.  Lord  Selkirk,  so  that  he  could  plant  a farming  colony  of 
Scots  peasants  there.  The  first  settlement  was  made  on  the  site  of  present- 
day  Winnipeg  in  1812-13. 

To  the  Nor’ Westers  this  looked  like  a declaration  of  war,  or  at  any  rate  it 
called  for  one.  The  Selkirk  grant  lay  across  their  main  route  to  the  fur 
country.  If  its  settlers  became  numerous  they  would  kill  off  the  buffalo  in  the 
area,  and  it  was  from  these  animals  that  the  pemmican  was  made  on  which 
the  Company’s  traders  relied  for  their  staple  food.  The  Montrealers  there- 
fore tried  to  induce  the  Selkirk  settlers  to  desert  their  new  home.  When  this 
failed  they  incited  the  French-Canadian  half-breeds  (metis)  to  attack  and 
destroy  the  little  colony.  A second  lot  of  settlers  met  the  same  fate;  but 
when  the  third  batch  arrived,  headed  by  Selkirk  himself  and  leavened  with 
a strong  body  of  German-Swiss  ex-soldiers,  further  opposition  was  futile. 
The  “thrice  planted  and  twice  uprooted”  community  had  come  to  stay. 

The  North  West  Company’s  story  was  magnificent;  it  was  war;  but  it  was 
not  good  business.  The  basic  economic  weakness  was  the  costly  long  haul  of 
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supplies  and  furs  between  the  West  and  Montreal.  The  chief  post  of  the 
Hudson’s  Bay  Company  was  as  near  to  Britain  as  was  Montreal,  and  the 
longest  inland  journeys  from  that  post  were  less  expensive  than  were  those 
which  had  to  lug  heavy  cargoes  across  two-thirds  of  the  continent.  By  add- 
ing the  costs  of  competition  and  fighting  to  those  of  transportation,  the 
Montrealers  bankrupted  themselves,  and  it  was  poor  consolation  to  know 
that  they  had  forced  their  rival  to  do  almost  the  same  thing. 

In  1821  the  two  companies  merged  into  one  under  the  name  of  the  older. 
Costs  were  promptly  reduced  by  closing  many  posts,  by  importing  and 
exporting  everything  through  the  Bay,  and  by  developing  more  economical 
craft  than  the  canoe  wherever  possible.  The  whole  of  the  western  fur  trade 
area  was  exploited  by  the  new  concern  and  the  Pacific  business  was  pushed 
ahead  with  vigour  from  the  base  at  Fort  Vancouver. 

Peace  brought  with  it  a moderate  steady  profit,  chiefly  from  the  sale  of 
beaver  and  muskrat  skins,  but  also  in  some  measure  from  higher  grade  furs, 
and  at  the  London  Exhibition  of  1851  the  Company  showed  hundreds  of 
different  animals  in  whose  pelts  it  dealt.  It  reduced  the  use  of  rum  as  a 
barter  commodity  to  a much  lower  figure  than  had  been  common  in  the  days 
of  rivalry,  and  treated  the  Indians  with  a measure  of  fairness  that  has  been 
rare  in  relations  between  white  men  and  natives.  But  it  stuck  firmly  to  its 
charter  rights,  tried  to  prevent  the  few  settlers  under  its  rule  from  trading 
with  outsiders,  opposed  all  settlement  except  that  which  was  necessary  to 
handle  its  trade  or  supply  the  wants  of  its  men,  and  stoutly  refuted  every 
suggestion  that  Rupert’s  Land  and  beyond  could  produce  anything  but  furs. 

This  attitude  was  natural.  If  the  settler  came  in,  the  fur-bearing  animals 
would  soon  disappear.  So  also  would  the  buffalo,  whose  flesh,  when  sliced, 
dried,  pounded,  mixed  with  fat  and  packed  into  a bag  of  buffalo  hide,  pro- 
vided such  a nourishing  food  that  a ninety-pound  sack  of  this  pemmican 
would  sustain  a hunter  or  trapper  for  two  months.  One  governor  of  the 
Company  put  the  case  forcibly:  “What!  Sequester  our  very  tap  root!  Take 
away  the  fertile  lands  where  our  buffaloes  feed!  Let  in  all  kinds  of  people  to 
squat  and  frighten  away  the  fur-bearing  animals  they  don’t  kill  and  hunt! 
Impossible!”  The  land  from  the  Red  River  to  the  Rockies  was  painted  as  a 
“vast  desert,  in  some  places  without  wood  or  water,  exposed  to  the  incursions 
of  roving  bands  of  Indians,  and  entirely  destitute  of  any  means  of  subsistence 
for  emigrants.” 

Unlocking  the  West.  Only  time  and  experience  could  prove  the  truth  or 
falsity  of  the  Company’s  description  of  its  domain.  Meanwhile  the  pressure 
of  events  and  ideas  grew  stronger  on  the  Company  after  1840.  The  British 


CANADA -Part  II 


233 


government  was  growing  alive  to  the  possibilities  of  settlement  on  both  sides 
of  the  Rockies.  In  the  United  States  the  covered  wagons  were  following  in 
the  tracks  of  the  fur-trader  up  into  Oregon  in  the  early  ’forties  and  into 
Minnesota  a decade  later.  In  1846  the  Pacific  end  of  the  international 
boundary  was  fixed,  not  at  54.40°  as  some  Americans  had  demanded,  but  at 
49°,  the  same  latitude  as  across  the  prairies.  Some  Canadians  felt  it  would 
have  been  placed  farther  south  if  the  Company  had  done  more  to  foster 
settlement.  The  United  States  seemed  to  have  established  her  claim  because 
she  had  many  people  living  there,  while  the  Company  had  very  few. 

Was  the  same  sort  of  thing  to  happen  east  of  the  mountains  for  the  same 
sort  of  reason?  The  Red  River  colony  was  the  only  non- American  settlement 
on  the  prairie.  In  1849  it  wrested  from  the  Company  permission  to  trade  in 
furs  and  other  produce,  and  as  its  easiest  way  to  the  outer  world  ran  south- 
ward to  Minnesota  there  was  danger  that  commercial  connection  would 
lead  to  political  absorption.  In  fact  some  Red  River  residents  openly  advo- 
cated such  a step. 

Finally,  Central  Canada  was  awakening  to  the  problems  of  the  West. 
Evidence  was  piling  up  to  show  that  the  region  was  not  all  worthless  wilder- 
ness. A few  enthusiasts  were  talking  about  a road,  a railroad,  or  at  least  a 
telegraph  line,  from  Halifax  to  the  Pacific.  Those  who  watched  the  steady 
westward  march  of  settlement  next  door  asked  why  Canada  should  not 
march  the  same  way.  All  such  talk  came  round  inevitably  to  asking  uncom- 
fortable questions  about  the  Company’s  monopoly  and  policy.  Is  it  common 
sense,  asked  one  writer,  “to  expect  that  the  task  of  civilizing  and  settling  a 
country  should  be  entrusted  to  those  whose  obvious  interest  it  is  to  keep  it 
wild  and  uncultivated?”  “It  is  unpardonable,”  said  George  Brown  in  his 
Toronto  Globe,  “that  civilization  should  be  excluded  from  half  a continent 
...  for  the  benefit  of  232  shareholders.” 

Actually  the  problem  was  not  as  simple  as  all  that;  but  two  events  made  its 
solution  possible  in  two  instalments.  In  1858  a gold  rush  took  so  many 
people  to  British  Columbia  that  it  became  possible  to  establish  a self- 
governing  colony  on  the  mainland  there.  The  Company  thereupon  was 
obliged  to  hand  over  Vancouver  Island,  which  it  had  been  governing  since 
1849,  as  well  as  its  trade  monopoly  over  the  region.  The  larger  problem  of  the 
prairies  had  to  wait  until  there  was  a government  strong  enough  to  serve  as 
heir  to  the  Company.  Confederation  brought  that  authority  into  being,  and 
in  1869  the  Company  agreed  to  transfer  all  its  charter  rights— to  trade  mono- 
poly, land,  and  rule— in  Rupert’s  Land  to  the  Dominion.  In  return  it  received 
$1,500,000  in  cash,  kept  the  land  around  its  posts,  gained  the  right  to  claim 
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during  the  next  fifty  years  one-twentieth  of  any  distriets  opened  for  settle- 
ment in  the  fertile  belt,  and  retained  leave  to  trade  where  it  wished. 

In  that  way  a vast  area  of  little  known  resourees  beeame  available  for 
development.  That  was  all;  the  labour  and  the  eapital  had  still  to  be  found. 
In  1869  Winnipeg  (or  Fort  Garry,  as  it  was  still  ealled)  had  a population 
of  about  two  hundred.  The  Red  River  settlement  had  grown  to  about 
10,000,  most  of  them  Indians  or  half-breeds.  At  that  moment  they  were 
being  led  by  Louis  Riel  into  armed  rebellion  against  the  incoming  new 
master;  but  even  when  they  were  peaceful  their  economic  welfare  was  not 
such  as  to  suggest  that  the  West  could  become  a land  of  milk  and  honey. 
Their  fish  supply  was  getting  scarce,  the  buffaloes  were  rapidly  disappear- 
ing, and  farming  yielded  good  crops  only  in  a few  spots  in  good  seasons. 

The  next  steps  were  clear.  Plans  must  be  formulated  to  make  land  avail- 
able on  terms  that  would  attract  settlers,  and  that  would  make  the  land 
accessible  to  them.  Then  a staple  would  be  produced  and  the  railroad  would 
carry  it  out.  Land  policy  and  railroad  policy  were  therefore  high  priorities 
on  the  Dominion’s  list  of  things  to  be  done. 

Prairie  Land  Policy.  “We  intend  to  be  liberal  both  in  money  and  land,  as 
it  is  of  importance  to  settle  that  country  at  once.”  So  said  Sir  John  A. 
Macdonald  in  1872.  The  liberality  had  to  be  at  least  as  lavish  as  that  of  the 
United  States.  Canada  could  not  compete  successfully  with  her  neighbour 
—or  even  keep  her  own  sons  from  emigrating— unless  her  land  policy  was  at 
least  as  attractive.  At  the  same  time  help  in  money  and  land  must  be  given 
to  the  railroads. 

The  land  policy  was  therefore  a mixture  of  giving  and  selling.  The  gifts 
were  of  three  kinds,  (a)  The  free  homestead  system  was  copied  (1872) 
from  the  United  States,  even  to  the  $10  registration  fee;  but  the  homesteader 
became  owner  after  three  years’  occupation  instead  of  five.  ( b ) The  Hud- 
son’s Bay  Company  received  land  under  the  pact  of  1869.  (c)  Large  grants 
were  made  to  railroads.  That  to  the  C.P.R.  was  25,000,000  acres  of  land 
“fairly  fit  for  settlement,”  and  other  companies  received  smaller  areas.  In  all 
about  46,000,000  acres  were  given  to  railroads. 
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The  land  sales  also  were  of  three  kinds,  (a)  In  1874  the  system  of  pre- 
emption was  copied  from  the  United  States.  A homesteader  could  take  up 
a second  quarter-section,  and  if  he  occupied  and  improved  it  he  became 
owner  after  three  years  on  payment  of  $1  an  acre,  (b)  Land  was  sold 
cheaply  to  individuals  and  to  colonization  companies,  (c)  Some  “school 
lands”  were  sold  by  the  government.  In  each  prairie  township  two  sections 
—two  square  miles— out  of  the  thirty-six  were  set  aside  for  endowing  educa- 
tion. They  were  to  be  sold  by  auction  and  the  money  received  was  invested 
to  provide  income  for  maintaining  schools. 

There  were  thus  many  ways  in  which  a landseeker  could  get  a farm.  He 
could  homestead  a quarter  of  an  even-numbered  section  which  had  been 
earmarked  for  homesteaders.  But  160  acres  might  not  yield  an  adequate 
income,  so  it  would  be  wise  of  him,  if  he  could  afford  it,  to  pre-empt  another 
quarter  for  $160.  If  he  wished  still  more  land,  the  railroad  owned  the  odd- 
numbered  sections  on  either  side  of  him,  was  eager  to  sell  them,  and  would 
let  him  have  what  he  needed  on  easy  terms— a small  deposit,  low  interest 
rates  in  the  early  years,  and  payment  spread  over  ten,  twenty,  or  thirty  years. 
The  man  with  a little  capital  therefore  had  a chance  to  get  well  located  land; 
he  could  use  his  funds  to  purchase  equipment  and  stock,  and  hope  to  get  on 
his  feet  before  he  had  to  make  large  payments. 

The  C.P.R.  In  1851  Joseph  Howe,  the  Nova  Scotia  leader,  made  his  famous 
prophecy  that  many  of  his  audience  would  “live  to  hear  the  whistle  of  the 
steam  engine  in  the  passes  of  the  Rocky  Mountains,  and  to  make  the  journey 
from  Halifax  to  the  Pacific  in  five  or  six  days.”  Thirty-five  years  elapsed 
before  the  forecast  was  fulfilled.  A transcontinental  line  across  the  United 
States  was  not  finished  until  1869,  though  it  had  only  one  serious  obstacle  to 
surmount.  A Canadian  line  had  three:  the  expanse  of  difficult  territory 
separating  the  Maritimes  from  Quebec;  the  more  forbidding  area  stretching 
from  settled  Ontario  round  the  top  of  Lakes  Huron  and  Superior  to  the 
prairies;  and  the  Rockies.  In  1870  the  troops  that  went  west  to  quell  the 
Riel  Rebellion  had  to  cut  their  own  road  from  Fort  William.  The  normal 
way  from  Toronto  to  Fort  Garry  was  through  Detroit  and  Chicago  to  St. 
Paul  in  Minnesota;  then  by  stage  across  to  the  Red  River,  and  the  rest  of  the 
way  by  steamboat.  In  1878  the  route  changed  a little,  when  a railroad  was 
completed  from  St.  Paul  to  Winnipeg. 

In  1880,  after  a decade  of  conflict  between  rival  plans,  of  political  contro- 
versy and  scandal,  depression,  and  of  some  track-laying,  the  Canadian 
Pacific  Railway  contract  was  signed.  The  government  gave  25,000,000  acres 
of  land  suitable  for  farming,  $25,000,000  in  cash,  and  700  miles  of  line  which 


236 


THE  STORY  OF  TRADE  AND  COMMERCE 


had  already  been  construeted  at  various  places.  It  agreed  that  for  twenty 
years  no  rival  line  would  be  built  south  of  the  C.P.R.  in  the  west,  and  granted 
freedom  from  taxation  of  railroad  lands  for  the  same  period.  In  return  the 
Company  was  to  raise  $20,000,000  of  its  own  and  construct,  within  ten  years, 
a track  from  the  Lake  Nipissing  of  an  existing  line  to  the  Pacific  coast. 

The  work  began  at  once.  On  the  prairie,  construction  was  so  easy  that 
occasionally  six  miles  of  line  were  laid  in  a day.  In  the  stony  stretches 
between  Nipissing  and  Fort  William  and  the  passes  of  the  Rockies  the 
obstacles  were  heart-breaking.  Costs  far  exceeded  estimates,  the  construc- 
tion money  ran  out,  at  times  there  was  none  left  for  wages,  bankruptcy 
seemed  inescapable,  and  appeals  for  more  capital  ran  into  the  hostility  of 
financiers  who  were  interested  in  rival  railroads.  But  government  aid, 
ingenious  financing,  and  the  indomitable  will  of  George  Stephen,  the 
Company’s  president,  overcame  everything.  The  last  spike  was  driven  in 
1885,  and  in  June,  1886,  the  first  train  left  Montreal  for  Vancouver. 

Although  the  main  interest  of  the  C.P.R.  was  the  development  of  the 
prairies,  the  Company  took  a wider  view  of  its  functions  and  opportunities. 
In  1888  it  opened  a line  from  Montreal  through  Maine  to  St.  John,  N.B.  In 
1887  it  started  a steamship  service  from  Vancouver  to  the  Orient,  then  put 
vessels  on  the  Lakes,  and  in  1902  entered  the  North  Atlantic  shipping  lanes. 
During  the  boom  years  after  1900  it  was  to  expand  rapidly,  establishing 
connections  with  the  United  States,  building  branch  lines,  erecting  hotels, 
running  a huge  immigration  and  colonization  department,  irrigating  arid 
areas  in  Alberta,  scattering  offices,  agencies  and  express  services  over  Europe 
and  the  Orient,  and  winning  repute  as  the  world’s  largest  land  and  water 
transportation  enterprise.  Yet  in  the  early  ’eighties  many  people  were  con- 
vinced that  the  line  would  not  earn  enough  to  pay  for  its  axle  grease,  and  the 
president  of  an  American  express  company  refused  to  extend  his  service  to 
the  C.P.R.  because  he  was  sure  the  railroad  would  soon  go  under  the 
auctioneer’s  hammer  at  a sheriff’s  sale. 

For  a time  it  looked  as  if  he  might  be  right.  Prairie  settlement  seemed 
very  slow  for  at  least  a decade.  Drought,  frost,  the  second  Riel  Rebellion 
( 1885),  general  depression,  low  prices,  and  the  continued  pull  of  the  Ameri- 
can prairies  on  Europeans  as  well  as  on  Canadians,  all  kept  the  movement  to 
the  Canadian  West  in  low  gear.  Y^et  between  1881  and  1891  the  prairie 
population  increased  by  150  per  cent,  the  wheat  crop  rose  from  one  million 
bushels  to  eighteen  millions,  the  Winnipeg  Grain  Exchange  was  established 
(1887),  and  ranching  attracted  attention.  Soon  there  was  to  be  a shift  to 
middle,  then  to  top  gear. 
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The  quarter-century  following  Confederation  saw  the  older  provinces 
make  some  progress,  undergo  marked  changes,  and  feel  the  effects  of  alter- 
nating booms  and  depressions  as  well  as  of  the  general  world- 
wide decline  in  prices  between  1873  and  1896.  Canada’s 
dependence  on  the  British  and  United  States  markets  continued 
to  be  great;  in  1868,  for  example,  over  a third  of  her  exports 
went  to  the  former  and  just  over  half  to  the  latter.  Her  pros- 
perity was  determined  by  the  conditions  in  those  two  countries 
and  by  the  policy  the  United  States  adopted  toward  her  goods.  When  Great 
Britain  was  shaken  by  a credit  crisis  in  1866-67,  Canada  felt  the  effect  in 
diminished  demand  for  her  staples  and  in  the  lack  of  new  capital  for  her 
public  works.  At  the  same  moment  the  disappearance  of  reciprocity  with 
the  United  States  left  her  bewildered  as  to  how  north-south  trade  would 
fare.  But  Britain  quickly  recovered,  the  United  States  had  a railroad  build- 
ing boom,  so  Canada  wallowed  in  prosperity  from  1869  to  1873. 

The  National  Policy.  The  inevitable  crash  came  in  1873,  partly  from  Europe, 
but  chiefly  from  the  United  States.  The  ensuing  depression  was  fairly  acute 
till  nearly  1880,  but  its  effect  in  lowering  prices  and  profits  lasted  until  about 
1895.  It  left  its  mark  on  Canadian  politics  by  being  partly  responsible  for 
the  adoption  of  the  “National  Policy.”  The  Liberals,  who  came  into  power 
in  1873,  tried  to  relieve  the  depression  by  seeking  renewed  reciprocity  with 
the  United  States,  but  their  offer  to  give  much  more  than  they  were  likely 
to  receive  was  curtly  snubbed  by  the  Senate  in  Washington  (1874).  The 
movement  for  higher  protection  thereupon  began  to  win  favour.  Manu- 
facturers’ groups  argued  that  only  such  a tariff  would  “open  the  factories  and 
close  the  soup  kitchens.”  Eastern  farmers  took  a similar  line  as  a substitute 
for  reciprocity.  The  Dominion  treasury  needed  more  money,  and  higher 
customs  duties  were  an  easy  way  of  getting  it.  Throughout  the  country  many 
who  were  not  directly  interested  in  agriculture  or  industry  wanted  to  see 
Canada  strong,  self-reliant,  and  not  merely  a nation  of  foresters,  farmers,  and 
customers  for  imported  manufactures.  They  wished  to  keep  Canadians  from 
drifting  across  the  border.  Or  they  wanted  to  retaliate  on  the  United  States; 
“Reciprocity  of  trade  or  reciprocity  of  tariffs”  was  an  appealing  slogan. 

Sir  John  A.  Macdonald  capitalized  on  the  varied  discontents,  and  swept 
the  polls  at  the  election  of  1878  by  promising  that  his  “National  Policy” 
would  do  something  for  everybody  as  well  as  for  the  nation.  The  tariff  of 
1879  included  such  a “rearrangement”  of  duties  that  it  gave  the  manufac- 
turers almost  all  they  had  thought  of  asking  for,  with  rates  ranging  from  25 
to  35  per  cent  on  textiles,  clothing,  boots,  and  general  domestic  equipment. 
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The  farmer  got  additional  protection  for  his  crops  and  livestock,  and  Nova 
Scotia  was  sheltered  by  a levy  of  50  cents  a ton  on  imported  coal.  High 
duties  were  imposed  to  shield  the  makers  of  iron  and  steel  products, 
especially  agricultural  implements.  No  one  seemed  to  be  forgotten. 

In  later  years  slight  alterations  were  made  in  the  rates,  and  in  1883  boun- 
ties were  introduced  to  foster  the  production  of  pig  iron.  When  the  long 
Conservative  rule  ended  in  1896,  the  National  Policy  did  not  end,  for 
although  the  Liberal  Party  in  opposition  had  denounced  tariffs  and  bounties 
and  expounded  a free  trade  platform,  it  made  no  substantial  changes,  except 
to  introduce  preference  to  British  goods. 

The  passing  of  the  new  tariff  was  followed  by  a rapid  recovery  of  business. 
The  authors  of  the  former  claimed  they  were  responsible  for  the  latter.  In 
part  they  may  have  been  justified,  as  it  seems  probable  that  increased  pro- 
tection did  help  the  textile  and  clothing  trades  and  the  makers  of  agricultural 
machines.  But  other  factors  were  far  more  influential.  The  C.P.R.  was  being 
built,  immigrants  were  entering  the  country  at  the  rate  of  100,000  a year,  and 
Canada’s  two  big  customers  were  flourishing.  The  good  times  were  short, 
and  after  1883  gave  way  to  another  instalment  of  the  “Great  Depression.” 
Manufacturers  and  agriculture  made  progress,  but  growth  in  the  volume  of 
production  was  partly  counteracted  by  the  decline  in  prices  and  profits. 
Wheat,  which  had  sold  in  London  for  an  average  price  of  $1.70  a bushel  in 
the  first  half  of  the  1870’s  had  dropped  to  half  that  price  by  the  first  half  of 
the  1890’s.  Under  such  circumstances  it  was  too  much  to  expect  there  would 
be  great  expansion  on  the  prairies  or  anywhere  else. 

Gloom  and  Readjustment.  The  stagnation  of  the  period  is  reflected  in  the 
slow  growth  of  the  population  and  the  decline  in  immigration.  Between  1881 
and  1891  the  Canadian  population  increased  by  only  500,000,  which  was  less 
than  in  any  previous  decade  since  1850.  Many  immigrants  returned  home  or 
went  on  to  the  United  States,  and  many  native-born  Canadians  left  for  the 
south.  The  net  emigration  of  the  latter  during  that  decade  was  more  than  a 
million.  This  exodus  had  been  going  on  for  a long  time.  It  was  claimed  that 
50,000  Canadians  fought  in  the  northern  armies  during  the  Civil  War,  and 
the  United  States  was  well  sprinkled  with  them,  from  the  textile  towns  of 
New  England  to  the  lumber-camps  of  the  Great  Lakes  states  and  the  prairie 
farm  lands,  as  well  as  in  the  stores,  factories,  offices,  schools  and  colleges  of 
the  towns  or  cities.  Now,  however,  in  view  of  the  strenuous  attempts  of  the 
National  Policy  to  safeguard  and  open  up  “Canada  for  the  Canadians,”  the 
leakage  began  to  look  like  a first-class  national  disaster. 

The  depression  was  a testing  time  for  the  older  provinces.  Under  that  test 
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the  rural  life  of  Ontario  and  Quebec  made  important  changes.  Grain- 
growing became  less  important,  mixed  farming  and  the  care  of  livestock 
much  more  popular.  Butter  and  cheese  factories,  equipped  with  the  new 
separators,  appeared  after  1880.  The  skim  milk  was  fed  to  hogs,  the  produc- 
tion of  bacon  expanded  greatly,  while  corn  was  stored  more  systematically 
and  fed  to  cows.  As  cattle  boats  were  built,  then  as  refrigerated  box-cars 
and  ships  appeared  during  the  ’seventies  and  ’eighties,  an  export  trade  in  live 
beasts  and  in  meat  developed.  The  weight  of  exported  provisions  (meat, 
butter,  cheese,  and  eggs)  trebled  between  1874  and  1896.  The  amount  of 
cheese  sent  abroad  rose  sevenfold;  for  a time  cheese  topped  the  list  of 
Canadian  exports,  and  a slice  of  it  became  a regular  part  of  the  British 
workingman’s  meal.  Refrigeration  opened  an  overseas  market  for  fruit, 
thus  fostering  orcharding  in  the  Maritimes,  Western  Ontario,  and  British 
Columbia. 

In  his  struggle  with  low  prices  and  his  shift  to  new  commodities  the  farmer 
was  obliged  to  take  a more  scientific  view  of  his  work.  The  wasteful  pioneer- 
ing methods  which  had  been  adequate  while  prices  were  good  or  the  soil 
retained  some  of  its  original  richness  had  to  be  abandoned.  EfiForts  must  be 
made  to  reduce  costs,  to  raise  the  quality  and  quantity  of  products,  and  find 
better  marketing  methods.  It  took  packers  and  government  agricultural 
experts  a long  time  to  convince  the  farmer  that  marketable  silk  purses  could 
not  be  made  out  of  any  kind  of  sow’s  ear,  and  that  the  British  market  for 
prime  bacon  could  be  won  and  held  only  if  the  right  kind  of  hog  was  bred 
and  properly  fed.  Governments  played  their  part  in  this  farming  revolution 
by  accepting  agricultural  research  and  education  as  part  of  their  duty. 
In  1874  Ontario  opened  the  agricultural  college  at  Guelph.  In  1886  the 
Dominion  provided  for  the  establishment  of  an  experimental  farm  at  Ottawa, 
with  similar  farms  in  all  of  the  other  provinces. 

As  the  I9th  century  drew  to  its  close,  so  also  did  the  decades  of  depression, 
slow  growth,  and  readjustment.  By  1900  the  sun  of  prosperity  was  already 
shining  and  continued  to  do  so,  hidden  only  rarely  by  clouds,  for  thirty  years. 
After  much  disappointment,  frustration,  and  even  envy  of  what  was  happen- 
ing next  door,  Canada’s  “growing  time”  arrived  at  last. 
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For  CANADA  the  story  of  the  twentieth  century  divides  into  three  periods. 
During  the  first  one,  1895-1929,  agriculture  filled  out  and  industry  grew  up. 
The  opening  of  the  western  wheat  lands  provided  a great  export  staple  and 
breathed  new  life  into  the  older  provinces  by  its  demand  for  goods  and 
services.  Other  parts  of  the  country  added  new  staples  to  the  export  list- 
pulp,  newsprint,  gold,  nickel,  copper,  and  British  Columbia  lumber.  These 
new  forest  and  mining  frontiers  stimulated  a demand  for  both  consumers’ 
goods  and  capital  goods,  which  was  met  in  growing  measure  from  Canadian 
plants.  British  and  American  capital  flowed  in  to  meet  every  kind  of  private 
and  public  need,  while  Canadian  savings  contributed  increasingly  to  the 
volume  of  investment.  An  unprecedented  influx  of  immigrants  supple- 
mented the  native-born  labour  supply.  The  population  almost  doubled  in 
thirty  years.  By  1929  it  had  reached  the  10,000,000  mark,  and  the  future 
seemed  so  full  of  promise  that  the  addition  of  the  second  ten  million  ought 
to  be  rapid  as  well  as  easy. 

The  second  period,  1929-39,  was  a time  of  depression,  suffering,  and  striv- 
ing for  recovery  which  had  come  only  in  modest  measure  when  the  third 
period  began  with  the  outbreak  of  World  War  II  in  1939.  Production  once 
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more  climbed  high  to  meet  war,  post-war,  then  rearmament  needs;  so  also 
did  the  export  of  the  staple  foods  and  industrial  materials;  and  in  1952  the 
end  of  the  boom  caused  by  meeting  those  needs  is  not  in  sight. 

The  great  expansion  of  the  first  period  was  spear-headed  by  the  settle- 
ment of  the  prairies  and  the  exploitation  of  their  vast  area  of  virgin  soil. 
The  tribulations  of  the  second  period  were  felt  most  acutely  out  there.  In 
this  chapter  we  shall  go  west  to  examine  these  two  phases  of  the  story. 
The  Rush  to  the  West.  Many  things  conspired  in  the  closing  years  of  the 
nineteenth  century  to  set  the  tide  flowing  to  the  Canadian  prairies.  Prices 
turned  the  corner  in  1896,  and  Canadian  wheat  rose  from  58  cents  in  that 
year  to  80  cents  in  1904.  The  world’s  business  curve  began  to  climb;  so  also 
did  the  figures  of  immigration  into  the  United  States.  But  those  who 
entered  New  York  were  no  longer  rushing  out  west.  The  supply  of  good 
land  there  was  running  low,  and  settlers  would  have  to  go  into  arid  western 
regions  if  they  wanted  free  or  cheap  farms.  This  gave  Canada  a chance  at 
last  to  attract  settlers— if  she  cared  to  go  after  them. 

She  took  the  chance  and  went  after  them.  The  new  Laurier  cabinet  took 
office  in  1896,  and  its  Minister  of  the  Interior,  Clifford  Sifton,  was  from 
Manitoba.  He  started  a publicity  campaign  to  “sell”  the  West,  enlisting  the 
aid  of  railroads,  colonization  companies,  and  shipping  firms.  The  United 
States  was  invaded  first,  and  in  1897  advertisements  appeared  in  thousands 
of  newspapers,  especially  rural  weeklies  and  farm  journals.  Reporters  were 
taken  on  tours  of  the  West,  and  Americans  in  general  were  given  a liberal 
education  in  the  geography  and  resources  of  an  area  that  was  known  to 
most  of  them  as  a vast  blank  on  the  top  edge  of  their  maps.  Bonuses  were 
offered  to  shipping  and  railroad  agents  for  each  immigrant  they  secured. 
The  process  was  then  repeated  in  the  United  Kingdom.  Almost  every  news- 
paper one  picked  up  in  that  country  announced  that  160  acres  of  free  land 
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were  waiting  for  the  reader  to  claim  in  Canada.  Then  the  good  news  was 
spread  over  continental  Europe  as  far  east  as  Russia. 

The  result  of  these  efforts  amazed  those  who  made  them.  In  1896  only 
17,000  immigrants  had  arrived  in  Canada;  five  years  later  the  number  was 
56,000,  in  1906  it  was  over  200,000,  and  at  the  height  of  the  tide  402,000 
people  arrived  in  the  year  1912-13.  Between  1901  and  1914  nearly  3,000,000 
“new  Canadians”  landed  in  their  adopted  home.  They  brought  with  them 
their  worldly  goods  in.  quantities  ranging  from  a cloth  bundle  or  suitcase  to 
a box  car.  In  a parallel  stream  capital  came,  wave  after  wave,  from  Britain, 
the  United  States,  even  Germany  and  France.  It  supplied  loans  to  govern- 
ments and  local  authorities,  bought  large  tracts  of'  land  for  subdivision  and 
sale,  paid  for  the  construction  of  more  railroads,  erected  buildings  in  the 
cities,  and  scattered  factories,  mines,  water-power  installations,  lighting 
plants,  and  street-car  services  over  the  old  East  or  the  new  West.  While  it 
was  being  spent  it  added  to  the  prosperity  that  was  raging;  it  bought  goods, 
paid  wages,  and  added  to  the  country’s  productive  or  transport  equipment— 
as  well  as  to  its  bonded  debt. 

Prairie  Settlement.  Much  of  the  immigrant  wave  swept  over  to  the  prairies. 
About  a million  settlers  came  from  the  United  States  in  the  first  fourteen 
years  of  the  century,  and  three-quarters  of  them  were  farmers  and  their 
families.  We  can  easily  see  why  they  came.  Minnesota,  North  Dakota,  and 
the  adjacent  states  were  now  filled  up,  and  land  which  had  originally  been 
homesteaded  or  bought  cheaply  was  worth  from  $20  to  $60  an  acre.  The 
sons  of  farming  families  were  growing  up,  but  there  was  no  cheap  land  on 
which  they  could  be  settled.  So  the  sons  went  north,  or  the  whole  family 
sold  out,  migrated  to  Canada,  there  to  pick  up  land  free  or  at  low  cost. 

Some  of  the  Americans  were  escaping  from  semi-arid  or  drought-stricken 
lands  on  which  they  had  been  vainly  trying  to  make  a living.  In  1891  the 
train,  part  of  which  is  shown  in  the  picture  below,  pulled  into  Winnipeg 
bearing  settlers  from  North  and  South  Dakota.  The  white  strips  on  the  sides 
of  the  box-cars  were  placards  which  read,  “No  more  two  bushels  an  acre,” 
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“Free  land,”  “Pure  water,”  “No  more  five-mile  water  haul,”  “Hurrah  for 
Canada!”  To  some  extent  the  “American  invasion”  was  a prodigal’s  return. 
A considerable  part  of  the  population  of  the  northern  states  consisted  of 
Canadians  or  their  descendants,  and  in  its  publicity  campaign  Canada  made 
special  efforts  to  persuade  these  people  to  move,  with  no  small  measure 
of  success. 

The  Americans  often  made  the  best  settlers,  for  in  addition  to  their  experi- 
ence in  prairie  farming,  with  its  fight  against  drought  and  frost,  they 
brought  much  capital,  equipment,  and  stock.  In  1909  alone,  settlers  from 
the  south  carried  with  them  over  $60,000,000  of  livestock,  effects,  and  cash. 
About  half  of  them  took  homestead  farms;  the  rest  bought  land,  often 
before  they  left  home,  and  as  early  as  1902  it  was  said  that  “land  agents  are 
everywhere  buying  land  wholesale  for  individuals  and  companies.  In  St. 
Paul  (Minnesota)  they  are  selling  twenty  thousand  acres  of  Canadian  land 
every  day,  retail,  to  investors  and  home-seekers.  . . . One  syndicate  has  just 
bought  a block  of  over  one  million  acres.” 

The  second  important  source  of  prairie  population  was  the  eastern 
provinces  of  Canada.  By  1914  almost  every  Ontario  farmhouse  had  sent  at 
least  one  son  to  the  prairies.  During  the  whole  boom  period  about  one-third 
of  the  homestead  entries  were  made  by  Canadians.  For  the  rest,  the  prairie 
flood  was  composed  of  people  from  nearly  every  part  of  Europe  except 
the  Mediterranean  countries  and  France.  Englishmen  sometimes  came  in 
groups  to  found  a colony,  though  more  came  alone;  Doukhobors  from 
South  Russia  planted  communities  in  Saskatchewan  and  British  Columbia; 
Icelanders  settled  on  the  shores  of  Lake  Winnipeg,  Ukrainians  went 
north  of  Saskatoon,  while  the  quarter-sections  taken  up  by  Scots,  Irish, 
Scandinavians,  Germans,  and  others  formed  a patchwork  quilt  of  national 
origins  over  the  whole  prairie. 

The  settlers  naturally  tried  to  get  near  existing  or  projected  railroads.  At 
first  this  meant  near  the  C.P.R.,  which  was  throwing  out  branch  lines,  push- 
ing its  land  sales,  and  selling  ready-made  fully  equipped  farms.  “Providence 
Incorporated”  was  the  name  given  the  C.P.R.  by  a Danish  immigration 
agent;  but  there  were  many  who  felt  the  prairies  needed  more  than  one 
providence.  For  in  wheat  country  a railway  was  little  use  to  land  more  than 
ten  to  fifteen  miles  away.  The  C.P.R.  lay  toward  the  southern  edge  of  the 
Canadian  prairie  and,  except  where  it  threw  out  spur  lines,  it  left  large  areas 
of  fertile  land  to  the  north  untouched.  In  fact  its  route,  chosen  in  order  to 
save  miles  and  check  possible  competition  from  American  railroads,  ran 
through  a lot  of  semi-arid  country.  The  wide  belt  of  better- watered  “park” 
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lands  farther  north  therefore  needed  a railroad  of  its  own.  A second  line  was 
built,  then  a third,  to  connect  the  prairies  with  the  two  oceans;  and  so  bound- 
less was  the  confidence  of  the  period  that  one  railroad  magnate  could  say  in 
1910,  “When  the  third  (transcontinental)  is  completed  there  will  be  lots  of 
room  for  others.”  The  two  new  lines  made  settlement  possible  west-north- 
west  of  Winnipeg  through  Saskatoon,  Battleford,  and  Edmonton.  The  in- 
habited region  thus  became  an  acute-angled  triangle,  with  Edmonton  and 
Calgary  as  the  base  points  and  Winnipeg  at  the  apex. 

Wheat.  Over  this  triangle  the  main  interest,  usually  the  only  interest,  was  in 
wheat.  The  climate  was  suitable  for  the  production  of  a hard  spring  wheat, 
rich  in  the  qualities  desired  for  good  flour  and  attractive-looking  bread. 
Fortunately  for  the  prairie  farmer,  a revolution  in  milling  methods  had  made 
it  possible  to  treat  this  hard  wheat  effectively.  The  old  fashioned  grindstones 
could  not  do  the  job;  but  in  Hungary  and  in  Minnesota  a process  had  been 
developed  about  1870  in  which  the  grain  was  gradually  broken  up  and 
reduced  to  flour  by  being  passed  between  a series  of  iron  or  steel  rollers.  One 
might  almost  say  that  the  “Hungarian  process”  was  as  important  a factor  in 
making  prairie  settlement  possible  as  was  the  C.P.R. 

Though  the  milling  problem  had  already  been  disposed  of,  that  of  suiting 
the  seed  and  the  farming  methods  to  the  climate  and  soil  could  be  solved 
only  by  trial,  experiment,  and  error.  In  picking  their  land  settlers  were  con- 
cerned chiefly  with  its  nearness  to  a railroad.  Little  was  known  about  the 
soil  and  climate,  or  rather  about  the  soils  and  climates  of  the  different  regions 
into  which  the  prairie  provinces  can  be  divided.  Only  gradually,  with  much 
pain,  was  it  discovered  that  the  Red  River  valley  had  good  soil  and  climate 
but  was  liable  to  serious  floods;  that  the  northern  “park  belt”  soil  and  rainfall 
were  satisfactory,  but  that  frost  in  late  spring  or  early  fall  could  do  great 
damage;  and  that  on  the  open  southern  plains  the  frost  risk  was  less  serious 
but  the  rainfall  was  both  smaller  and  more  fickle  in  volume  and  timing.  As  a 
farmer  in  that  region  said,  “Annual  rainfall?  We  have  no  such  thing  as  an 
annual  rainfall  here.  Once  in  a while  it  rains.” 

Prairie  farming  had  to  adapt  itself  to  these  different  and  variable  condi- 
tions. In  the  first  place  it  had  to  find  seeds  which  gave  a quick-growing  and 
early-ripening  crop.  The  first  kind.  Red  Fife,  was  introduced  from  Minnesota 
and  proved  suitable  for  the  southern  belt  of  the  prairie.  Then  Dr.  Charles 
Saunders  produced  a better  kind  at  the  Dominion  experimental  farm  in 
Ottawa.  It  combined  excellent  milling  and  baking  qualities  with  an  ability 
to  mature  more  quickly  than  did  Red  Fife.  By  1912  this  “Marquis”  wheat 
had  made  grain-growing  safer  over  the  whole  belt  and  widened  the  belt 
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northward.  During  the  1920’s  two  more  kinds  were  bred  by  the  experi- 
menters. The  new-comers,  called  “Garnet”  and  “Reward,”  matured  in  about 
ten  days  less  than  did  Marquis,  and  therefore  pushed  the  safe  northern  edge 
of  the  grain  belt  a little  closer  to  the  Arctic.  During  the  1930’s,  when  drought 
and  rust  were  ravaging  crops,  the  scientists’  task  was  to  produce  drought- 
defying  and  rust-resisting  seeds. 

In  the  second  place  the  methods  of  cultivation  had  to  be  fitted  to  the 
environment.  Some  dry  patches  of  southern  Alberta  and  Saskatchewan  were 
irrigated  by  the  C.P.R.,  but  the  results  were  not  always  satisfactory.  “Dry 
farming”  methods  were  introduced  from  American  prairie  states;  land  was 
left  fallow  one  year,  but  its  surface  was  worked  over  and  kept  from  becoming 
hard,  so  that  the  summer  rains  could  soak  into  it.  Then  the  grain  planted  in 
it  next  year  started  off  with  this  subsoil  reserve  of  water  at  its  disposal  and 
could  hope  to  make  good  on  two  years’  rainfall. 

Meanwhile  the  improvement  of  agricultural  equipment  helped  the  farmer 
to  prepare  and  seed  his  soil  more  quickly— as  soon  as  it  had  thawed  out— and 
to  get  his  harvest  cut  and  threshed  before  the  frosts  came.  The  early  settlers 
had  to  rely  on  horses,  simple  ploughs,  the  harvester-binder,  and  the  steam- 
driven  thresher.  By  1921,  however,  there  were  40,000  tractors  on  prairie 
farms,  and  the  number  more  than  doubled  in  the  next  decade.  They  could 
pull  multiple  ploughs,  cultivators,  harrows,  and  seed-drills;  harvester-binders 
no  longer  had  to  pause  because  horses  were  tired,  and  the  “combine”— which 
cut,  threshed,  and  separated  the  grain  from  the  chaff  on  50  acres  in  a good 
day’s  work— became  available  during  the  ’twenties.  The  farm  family  could 
handle  more  acres  more  quickly;  but  the  equipment  was  costly,  and  by  1926 
the  Saskatchewan  farmer’s  machinery  was  worth  one  fifth  of  the  value  of 
his  land. 


BUSHELS  PER  ACRE 


In  1900  the  prairie  provinces  produced  less  than  24,000,000  bushels  of 
wheat  on  2,500,000  acres.  The  average  yield  was  only  9 bushels  per  acre, 
but  next  year  it  was  21  bushels— an  early  indication  of  how  wide  the  varia- 
tion could  be.  On  the  eve  of  World  War  I the  acres  had  risen  to  10,000,000 
and  the  crop  to  200,000,000  bushels.  War  demands  and  high  prices  raised 
the  acreage  to  16,000,000,  but  poor  seasons  and  labour  shortage  reduced  the 
harvests  of  1917-19.  When  peace  came  the  labour  returned,  immigration 
revived  somewhat,  the  tractor  became  available,  the  acreage  jumped  above 

20.000. 000  ( in  1921 ) , then  moved  unevenly  to  its  peak  of  26,000,000  acres 
in  1932.  The  crop  climbed  in  bumper  years,  and  in  1928  nearly  reached 

550.000. 000,  or  23.5  bushels  per  acre.  In  poor  years  this  yield  was  cut  in 
half  by  frost,  drought,  hail,  grasshoppers,  or  rust.  In  general,  however,  the 
prairie  economy  based  on  wheat  was  still  expanding  until  1929. 

The  concentration  on  wheat  made  the  prairies  almost  a “one-cash-crop” 
region.  The  farmer  shipped  his  grain  immediately  after  harvest  and  did  not 
retain  even  the  breadstuff  needed  to  supply  his  own  kitchen  with  flour.  His 
flour,  meat,  fuel,  building  materials,  clothing,  domestic  equipment,  etc.,  were 
obtained  over  the  railroad  from  outside.  The  mail  order  catalogue  became 
his  ever-ready  consumers’  guidebook.  He  was  almost  as  much  a specialist 
as  the  factory  worker. 

Mixed  Farming.  This  situation  had  its  obvious  dangers.  (1)  Land  might 
become  exhausted  by  continuous  cropping.  Some  parts  of  southwest  Mani- 
toba, where  once  a thirty-bushel  crop  was  common,  had  to  be  abandoned 
because  they  had  been  “farmed  out.”  In  time  other  regions  would  probably 
share  the  same  fate.  (2)  Fluctuations  in  the  yield  and  the  price  of  wheat 
made  the  grain-grower’s  income— and  his  ability  to  pay  the  instalments  on 
his  machines  or  the  interest  on  his  mortgage— very  uncertain.  When  wheat 
prices,  which  had  more  than  doubled  under  the  influence  of  World  War  I, 
fell  on  the  Winnipeg  Exchange  from  $2.78  in  September,  1920,  to  $1.11  in 
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November,  1921,  farmers  were  seriously  embarrassed,  especially  those  who 
had  bought  more  land  and  equipment  at  high  prices  during  the  days  of 
plentiful  cash.  Many  of  them  now  asked  whether  it  was  wise  to  put  all  their 
eggs  in  one  basket  and  take  them  all  to  a market  in  which  prices  were  so 
erratic.  Mixed  farming  looked  a safer  policy. 

Even  before  1914  some  farmers  in  Manitoba  and  Alberta  had  broken  the 
monopoly  of  wheat,  given  attention  to  oats  and  other  “coarse  grains”  suitable 
for  cattle  feed,  bought  beef  cattle,  or  turned  to  dairying.  Yet  in  1912 
Winnipeg  could  not  get  enough  butter,  eggs,  or  vegetables  from  Manitoba 
producers  to  meet  all  its  needs,  and  the  scarcity  of  labour,  along  with  the 
unpleasantness  of  outdoor  chores  in  sub-zero  weather,  kept  prairie  farming 
mostly  a summer  pursuit.  After  1920  mixed  farming  became  less  unpopular 
or  more  necessary.  By  1925  the  prairie  provinces  were  producing  three 
times  as  much  coarse  grain  as  wheat,  and  had  almost  as  many  dairy  cows 
as  did  Ontario.  This  trend  was  halted  when  wheat-growing  became  profit- 
able once  more  because  of  improved  prices,  but  was  resumed  again  when 
wheat  prices  collapsed  in  1929.  There  were,  however,  limits  to  the  spread 
of  mixed  farming,  including  the  fact  that  some  semi-arid  areas  which  were 
capable  of  growing  wheat  were  unfit  for  anything  else. 

Grain  Marketing.  The  destination  of  the  prairie  crop  was  the  eastern 
provinces  and  the  European  market.  By  1911  Canada  had  established  her- 
self as  the  world’s  largest  exporter  of  wheat  and  as  Britain’s  chief  “bread 
basket.”  She  was  exporting  a third  of  her  total  crop,  and  in  later  years  the 
fraction  rose  to  more  than  a half  when  the  harvest  was  bountiful.  The 
problems  of  transporting,  storing,  and  marketing  were  dealt  with  by  adopt- 
ing, with  some  adaptations,  the  methods  which  had  been  worked  out  to 
handle  the  crops  of  the  American  Middle  West— with  local  and  terminal 
elevators,  shipment  in  box-cars,  and  sale  by  grade  and  sample  in  a grain 
exchange. 

The  farmer  sold  his  grain  for  cash  to  the  local  elevator  owner  or  grain 
dealer.  What  directly  concerned  him  was  the  grade  given  his  wheat  by  the 
buyer,  the  amount  he  was  “docked”  for  water,  dirt,  or  foreign  matter,  and 
the  cash  price,  based  on  Winnipeg  Exchange  prices,  that  he  received.  If 
he  was  satisfied  with  what  he  got  he  was  a most  unusual  person.  Rather 
he  was  more  likely  to  feel  he  was  being  robbed  by  the  long  series  of 
middlemen— elevator  owners,  railroads,  steamships,  banks,  grain  dealers, 
millers,  and  the  rest— who  stood  between  him  and  the  consumer. 

The  railroad,  elevator,  and  grain  exchanges  were  nearest  to  him,  so  he 
liked  them  least.  When  the  C.P.R.  ran  its  tracks  across  the  West  it  had  no 
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funds  to  spare  for  building  elevators.  It  encouraged  others  to  provide  them 
by  offering  free  sites  and  promising  that  it  would  not  load  grain  except  from 
them.  It  would  not,  for  example,  let  a group  of  farmers  have  a box-car  into 
which  they  could  load  their  grain  from  their  own  carts.  This  offer  and 
promise  caused  many  elevators  to  be  built,  and  often  the  owner  was  a dealer 
as  well.  The  farmers  were  therefore  obliged  to  use  the  elevator  and  sell  to 
its  owner.  Their  dissatisfaction  grew  keen  and  widespread,  the  Dominion 
government  was  asked  to  “do  something,”  and  the  Manitoba  Grain  Act  of 
1900,  amended  at  various  times  in  later  years,  brought  the  trade  under  strict 
control.  Dealers  must  secure  a license  before  they  could  start  business, 
railroads  were  ordered  to  provide  cars  where  sufficient  farmers  asked  for 
them,  elaborate  provisions  were  made  for  thorough  grading,  with  a Board  of 
Grain  Gommissioners  to  supervise  the  trade  and  deal  with  complaints. 
Cooperation  and  Pools.  In  this  way  many  of  the  old  grievances  gradually 
disappeared.  But  the  more  serious  ones  remained:  the  farmer  still  had  to 
sell  to  or  through  a middleman  and  use  elevators  belonging  to  others.  The 
remedy  seemed  to  lie  in  getting  control  of  storage  and  sale.  But  how? 
Elevators  were  costly  and  selling  was  not  as  simple  as  it  seemed.  One 
proposal  was  that  governments  should  erect  and  operate  elevators.  Mani- 
toba decided  to  do  this  in  1910,  but  the  experiment  failed.  The  Dominion 
government  built  large  elevators  at  Port  Arthur  and  elsewhere. 

A more  important  proposal  was  that  the  farmers  establish  their  own 
cooperative  storage  and  selling  service.  Two  such  companies,  the  United 
Grain  Growers  Gompany  and  the  Saskatchewan  Gooperative  Elevator  Com- 
pany, were  set  up.  The  former  began  work  in  Manitoba  in  1906.  Its 
shareholders  were  all  farmers  and  its  business  was  to  sell  their  wheat  on 
commission.  It  went  into  the  export  business,  leased  some  elevators  and 
built  others.  The  Saskatchewan  company  was  formed  in  1911,  and  by  1916 
the  two  firms  were  handling  a third  of  the  prairie  wheat  crop.  They  were 
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purely  voluntary  organizations;  the  farmer  was  free  to  join  or  desert  them 
as  he  wished,  to  sell  through  their  offices  or  through  any  other  dealer. 

During  the  last  two  years  of  World  War  I the  Canadian  government  fixed 
the  price  at  which  grain  was  sold  to  the  Allied  governments,  who  were 
virtually  the  only  buyers  at  that  period.  To  ease  the  transition  from  war  to 
peace  markets  a Wheat  Board  was  set  up  with  sole  power  to  handle  the 
1919-20  crop.  It  acted  as  a central  selling  agency  for  the  farmers,  took  their 
wheat,  made  an  initial  payment  of  $2.15  a bushel,  and  after  it  had  sold  all 
the  crop  at  a considerably  higher  price,  it  made  further  payments  of  48 
cents  in  all.  Then  it  went  out  of  business,  on  the  ground  that  while  the 
Dominion  government  could  take  hold  of  the  trade  in  war-time  it  had  no 
constitutional  power  to  do  so  in  peace-time. 

The  disappearance  of  the  Wheat  Board  coincided  with  the  return  of  more 
normal  conditions  in  the  trade  and  the  consequent  great  fall  in  grain  prices. 
The  farmers  pleaded  in  vain  for  the  reestablishment  of  the  Board,  then 
decided  to  establish  something  like  it  for  themselves.  They  set  up  a “pool” 
in  each  province.  Farmers  who  cared  to  join  it  signed  a contract  that  for 
five  years  they  would  hand  over  all  their  wheat  to  the  pool,  receiving  in 
return  a first  payment  of,  say  $1  a bushel.  The  pool  would  sell  the  wheat 
when  and  where  it  thought  best.  When  sufficient  money  was  in  hand  it 
would  make  a second  payment,  perhaps  a third;  and  when  it  found  out,  at 
the  end  of  the  crop  year,  how  much  it  had  really  got  for  all  the  wheat  sold, 
it  would  make  a final  payment,  less  working  expenses. 

The  pools  began  operations  in  1923  or  1924.  A central  selling  super- 
agency was  set  up  to  deal  with  the  produce  of  all  three  pools,  and  from 
1924  to  1931  it  handled  about  half  the  prairie  crop  on  behalf  of  250,000 
farmers.  It  obtained  elevators  and  was  thus  able  to  store  the  grain  until 
the  time  seemed  suitable  for  selling.  For  a while  all  went  well;  the  price  of 
wheat  rose  between  1923  and  1925,  was  fairly  steady  till  1928,  and  it  is  easy 
to  sell  successfully  in  such  circumstances.  Then  the  price  began  to  fall, 
slowly  at  first  but  rapidly  and  tragically  after  the  summer  of  1929.  One 
grade  of  wheat  which  sold  at  $1.79  in  July,  1929,  was  quoted  at  39  cents  in 
December,  1932. 

It  is  not  easy  to  sell  successfully  in  such  circumstances.  In  1929  the 
central  pool  made  a first  payment  of  $1  a bushel,  but  got  only  82  cents  for 
what  it  sold,  so  it  was  $25,000,000  in  debt  to  the  banks.  Next  year  it  again 
advanced  more  than  it  collected.  The  provincial  governments,  then  the 
Dominion,  had  to  step  in  to  guarantee  the  banks  against  loss;  the  pool  went 
out  of  business,  and  the  Dominion  government  virtually  took  over  its  debts. 
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its  unsold  wheat,  and  some  of  its  work  of  taking  grain  at  a fixed  down 
payment,  in  the  hope  that  priees  eould  be  “stabilized.”  They  eould  not  be, 
until  the  depression,  having  run  its  course,  began  to  ease  in  1933  and  let 
prices  rise  a little. 

In  1935  the  Dominion  government  set  up  the  Wheat  Board.  It  took  over 
200,000,000  bushels  of  unsold  wheat  which  the  “stabilizer”  still  had  on  hand, 
and  set  out  to  get  rid  of  them.  It  also  stood  ready  to  take  grain  that  any 
farmer  cared  to  send  it  at  a first  payment  figure  announced  at  the  begin- 
ning of  the  crop  year.  If  it  sold  this  wheat  at  a higher  price  the  farmer 
would  get  the  additional  sum,  but  if  the  Board  had  to  sell  for  less  than  had 
been  advanced,  the  loss  would  be  paid  out  of  the  public  treasury.  As  things 
turned  out  the  Board  lost  money  on  the  crops  of  1935  and  1938,  but  got 
no  wheat  in  1936  and  1937  because  prices  were  up  and  farmers  could  get 
more  cash  in  the  open  market  than  the  Board  was  ready  to  advance  them. 
In  1939  the  market  price  was  once  more  below  what  the  Board  was  willing 
to  advance,  so  the  Board  was  loaded  with  three-quarters  of  the  crop.  Before 
it  had  sold  this  mountain  of  grain  World  War  II  flared  into  full  fury,  with 
consequences  which  we  shall  examine  in  Chapter  18. 

Experience  thus  revealed  once  more  how  unstable  wheat  prices  could  be, 
how  wheat  farmers  could  suffer,  and  how  difficult  “orderly  marketing”  is 
when  the  economy  becomes  disordered.  The  sufferings  of  the  prairie 
farmers  during  the  ’thirties  were  not,  however,  due  solely  to  low  prices. 
True,  low  prices  prevailed  during  eleven  of  the  years  1917-37,  and  the 
prairie  farmer  got  less  than  62  cents  a bushel  for  eight  crops  out  of  ten 
during  the  1930’s.  But,  in  addition,  half  of  the  years  1917-37  yielded  poor 
harvests— less  than  12  bushels  to  the  acre— and  the  period  1929-37  was  one 
of  almost  unbroken  drought,  abnormal  frosts,  excessive  heat,  hail,  grass- 
hoppers, or  rust.  The  average  cash  income  of  the  prairie  farmer  during  the 
1930’s  was  only  about  40  per  cent  of  what  it  had  been  in  the  late  1920’s; 
and  it  has  been  estimated  that  three-fifths  of  the  decline  was  due  to  lower 
prices,  two-fifths  to  bad  seasons.  In  Saskatchewan,  the  chief  grain  province, 
the  decline  from  both  causes  was  worse  than  the  average  for  the  whole 
region.  In  1937  that  province’s  wheat  crop  was  almost  wiped  out  by 
drought;  the  remnant  brought  the  farmers  less  than  one-tenth  of  the  income 
they  had  been  accustomed  to  get  from  wheat  during  the  ’twenties. 

The  prairie  atmosphere  in  the  ’thirties  was  therefore  a grim  contrast  to 
that  of  twenty,  or  even  ten  years,  before.  Distress  was  widespread,  the 
population  grew  little  larger,  and  in  Saskatchewan  it  actually  declined. 
Relief  had  to  be  provided  by  the  Dominion,  since  the  prairie  governments 
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were  as  impoverished  as  were  their  people.  Steps  were  taken  to  help  debtors 
shed  part  of  the  debts  which  they  obviously  could  not  carry.  On  every  hand 
there  was  recognition  of  the  mistakes  made  in  the  boom  years— mistakes 
due  to  lack  of  knowledge  of  the  quality  of  prairie  soil,  to  excessive  optimism, 
and  to  ignorance  of,  or  refusal  to  remember,  the  fact  that  good  times  are 
always  followed  by  bad  ones.  There  was  talk  about  letting  the  areas  liable 
to  drought  revert  to  grass  and  ranching;  plans  were  hatched  for  moving 
the  900,000  people  who  lived  in  those  districts  to  more  favoured  lands;  and 
programs  of  what  was  called  “rehabilitation”  were  formulated. 

Here  and  there  a few  optimists  remembered  that  bad  times  are  always 
followed  by  good  ones.  When  World  War  II  came  it  seemed  possible  that 
history,  repeating  itself,  would  create  a vast  demand  for  wheat,  push  grain 
prices  high,  and  solve— or  at  least  shelve— the  prairie  problem  “for  the 
duration.”  What  actually  happened  we  shall  see  in  Chapter  XVIII.  Mean- 
while it  is  time  to  turn  to  the  second  aspect  of  the  westward  movement, 
the  provision  of  adequate  transportation  facilities. 

The  expansion  of  the  West  kept  the  transportation  problem  where  it  had 
always  been— on  the  front  political  bench.  It  had  four  aspects : ( 1 ) How 
could  settlers  and  their  goods  be  taken  to  their  destination 
Western  and  their  products  be  carried  to  market,  or  rather,  to  port? 

Railroads  (2)  To  what  port  should  grain  be  moved:  to  an  Atlantic  out- 

let, to  Vancouver  and  so  through  the  Panama  Canal  ( opened 
in  1914 ) , or  to  a harbour  on  near-by  Hudson  Bay  and  thence  by  the  short 
ocean  route  to  Europe?  ( 3 ) Could  the  Great  Lakes-St.  Lawrence  route  be 
improved?  (4)  Could  that  considerable  part  of  the  crop  which  was  going 
to  port  through  the  United  States,  especially  from  Buffalo  to  New  York, 
be  kept  at  home  all  across  the  continent?  Finally,  the  steadily  improving 
financial  record  of  the  C.P.R.  led  other  railroad  interests  to  seek  a share  of 
the  prairie  pie. 

One  of  these  interests  was  the  Grand  Trunk.  Since  the  ’fifties  it  had 
extended  its  service  in  the  centre  and  east  of  the  Dominion  and  pushed  its 
western  terminus  out  to  Chicago.  It  had  hoped  in  the  ’seventies  to  get  the 
job  of  building  the  first  transcontinental.  Now  it  was  determined  to  “go 
West  and  grow  up  with  the  country.”  Meanwhile  another  railroad  firm  was 
feeling  the  need  for  going  east.  It  consisted  of  two  men,  William  Mackenzie 
and  Donald  Mann,  known  to  their  friends  as  Bill  and  Don.  Mackenzie  had 
been  a storekeeper  at  Lindsay,  Ontario,  but  he  decided  “there  was  more 
money  in  selling  railway  ties  to  contractors  than  in  selling  nails  and  baking 
powder  to  villagers.”  He  secured  a contract  to  build  a section  of  the  C.P.R., 
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then  he  met  Mann,  and  the  two  joined  hands  to  give  Canada  one  of  the 
most  energetic  business  teams  it  has  ever  known.  They  built  lines  for  others, 
then  began  one  of  their  own— the  Canadian  Northern  Railroad.  By  1902 
they  had  a track  from  Winnipeg  to  Port  Arthur,  and  by  1905  one  from 
Winnipeg  to  Edmonton.  But  why  stop  at  that  glorified  inland  local  service? 
Why  not  stretch  out  to  the  Pacific,  the  Atlantic,  and  Hudson  Bay? 

It  is  easy  for  us  today  to  say  that  the  Canadian  Northern  and  the  Grand 
Trunk  should  have  joined  hands  and  that  the  government  should  have 
compelled  them  to  do  so.  The  former  would  have  provided  the  western 
half  and  the  latter  the  eastern  half  of  a strong  second  transcontinental 
service.  But  in  1902  few  people  gave  consideration  to  such  prudent  policies. 
The  tide  was  rising,  more  railroads  were  needed,  the  Grand  Trunk  was 
eager  to  break  into  the  C.P.R.’s  reserve.  Bill  and  Dan  were  infectiously 
enthusiastic,  the  Maritimes  wanted  some  of  the  wealth  of  the  West  to  flow 
through  their  ports,  manufacturers  and  contractors  were  hungry  for  orders 
for  materials  and  construction  work,  and  politicians  would  lose  popularity 
if  they  opposed  any  railroad  project. 

The  Dominion  government  therefore  took  the  line  of  least  resistance,  and 
did  not  insist  that  the  two  halves  come  together  to  make  a whole.  Instead 
it  gave  the  Canadian  Northern  permission  to  span  the  continent.  That  was 
in  1902.  Next  year  it  agreed  to  join  hands  with  the  Grand  Trunk  to  provide 
a third  transcontinental.  The  Grand  Trunk  was  to  construct  a line— the 
Grand  Trunk  Pacific— from  Winnipeg  to  Prince  Rupert,  B.C.,  while  the 
government  would  build  one  from  Moncton,  N.B.,  to  Quebec,  then  across 
the  uninhabited  back  country  of  the  central  provinces  to  Winnipeg.  This 
eastern  line,  known  as  the  National  Transcontinental,  was  to  be  leased  to 
the  Grand  Trunk  for  fifty  years  at  a rental  of  3 per  cent  of  the  cost  of 
construction. 
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Then  began  a “race  more  exciting  than  the  chariot  contest  in  Ben  Hur” 
The  C.P.R.  laid  down  more  branch  tracks  to  fight  its  new  rivals.  Mackenzie 
made  frequent  successful  trips  to  Europe  to  finance  his  venture.  The  govern- 
ment’s line  was  pushed  steadily  ahead,  but  its  cost— and  therefore  its  rent— 
was  so  much  greater  than  had  been  anticipated  that  the  Grand  Trunk 
refused  to  take  it  over.  The  Grand  Trunk  Pacific  was  also  energetic.  By  1910 
its  eastern  section  stretched  from  Fort  William  to  beyond  Edmonton  and  its 
western  section  ran  from  Prince  Rupert  more  than  a hundred  miles  into 
the  Rockies.  Its  sumptuous  stations  and  hotels  at  Ottawa,  Winnipeg,  and 
Edmonton  were  almost  completed.  Finally,  to  add  to  the  excitement,  the 
Dominion  government  began  work  on  the  Hudson  Bay  railroad. 

Between  1900  and  1915  Ganada  doubled  its  railway  mileage.  In  the  latter 
year  it  had  36,000  miles  of  track  in  operation— only  6,000  have  been  added 
since  then.  Nearly  a billion  dollars  had  been  spent  on  the  work  since  1900. 
New  areas  had  been  opened  up,  grain-growers  had  been  given  better  access 
to  the  coasts,  while  the  opening  of  the  Panama  Ganal  promised  to  make 
Vancouver  and  Prince  Rupert  valuable  outlets  for  the  produce  of  the  western 
prairies.  As  a temporary  benefit,  railroad  work  had  enabled  immigrants  who 
lacked  capital  to  earn  some  money  and  thus  tide  themselves  over  their  early 
financial  difficulties. 

On  the  other  hand,  the  pace  had  been  too  fast.  Extravagant  construction 
costs  loaded  the  railroads  with  interest  burdens  too  heavy  to  be  borne,  even 
in  the  most  prosperous  times.  Competition  and  over-confidence  had  led 
to  “the  major  tragedy  in  Canadian  transportation  policy”  ( Glazebrook ) , 
spreading  three  lines  from  coast  to  coast  where  two  would  have  been  ample 
for  many  years  to  come. 

Canada  reaped  the  reward  of  this  excess  of  enterprise  during  World  War 
I.  Neither  of  the  new  transcontinental  was  finished  when  war  broke  out 
and  neither  could  meet  its  interest  obligations.  Rising  wages  and  prices 
made  the  completion  of  the  job  more  expensive  than  ever.  The  government 
had  guaranteed  the  interest  on  bonds  to  a certain  extent  and  in  addition 
had  lent  money  to  both  lines.  Consequently  it  was  deeply  involved  in  their 
fate,  and  it  could  not  allow  them  to  suspend  such  traffic  services  as  they 
were  rendering  while  the  war  was  on.  It  therefore  took  them  both  over 
( 1917-19)  along  with  the  Grand  Trunk,  which  had  been  brought  to  ruin  by 
the  misfortunes  of  its  prairie  child.  It  also  took  over  their  bonded  debts. 

The  government  now  had  22,000  miles  of  railroad  on  its  hands.  It  placed 
them  under  the  control  of  a board  of  directors,  who  began  at  once  the  diffi- 
cult task  of  welding  half  a dozen  unprofitable,  unfinished,  and  sometimes 
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competing  lines  into  an  efficient  system.  Within  two  years  marked  progress 
was  made  in  equipment,  economy,  and  service,  and  as  the  country  recovered 
from  the  depression  of  1920-22  the  Canadian  National  Railways— or  the 
C.N.R,,  as  they  came  to  be  ealled— began  to  have  a hope  of  meeting  the 
heavy  interest  charges  inherited  from  the  “magnanimous  system  of  finance” 
of  their  builders.  Earnings  in  the  boom  years  before  1929  sufficed  to  pay 
interest  on  bonds  held  by  the  public,  but  not  on  the  money  lent  by  the 
government. 

In  the  dark  days  after  1929  the  revenue  of  all  Canadian  railroads  was  cut 
down  by  more  than  half.  The  C.P.R.  was  obliged  to  reduce  its  traditional 
10  per  cent  dividend  to  5 per  cent,  then  for  a while  it  paid  nothing.  The 
C.N.R.  did  not  earn  enough  to  pay  all  its  operating  expenses,  and  the  govern- 
ment had  to  provide  money  to  meet  this  defieit  as  well  as  for  the  entire 
interest  bill.  In  the  worst  days  it  was  carrying  two-fifths  of  the  total  cost 
of  the  national  railroads  and  spending  over  a third  of  its  own  revenue  on 
that  item  alone.  By  1937  things  were  less  tragic  and  the  fraction  had  fallen 
from  a third  to  a seventh.  In  that  year  well  over  a billion  dollars  owed  by 
the  C.N.R.  to  the  government  was  written  off  as  a bad  debt;  yet  even  then 
the  system  did  not  beeome  solvent  until  war  traffic  after  1939  raised  its 
income  eonsiderably. 

The  Dominion  government  took  eharge  of  the  inland  waterways  in  1867 
and  spent  some  time  'wondering  what  to  do  with  them.  The  conelusiori  was 
reached  that  it  was  foolish  to  continue  thinking  of  the 
Water  St.  Lawrence  and  the  Great  Lakes  as  an  inlet  of  the 

Transportation  Atlantie.  Inland  steamships  were  different  from  oeean- 
going  vessels,  and  plans  should  be  based  on  serving  the 
former  without  any  thought  of  the  needs  of  the  latter.  By  1900  about 
$60,000,000  had  been  spent  on  deepening  the  old  eanals  to  fourteen  feet, 
on  making  a new  one  at  Welland,  and  on  eutting  one  on  the  Canadian  side 
of  the  Sault  Ste.  Marie.  The  ehannel  from  Montreal  to  Quebee  had  been 
rendered  mueh  safer  and  an  attempt  was  made  to  shorten  the  time  it  was 
closed,  by  providing  a small  fleet  of  ice-breakers. 

When  the  prairie  boom  began,  more  ambitious  schemes  for  the  long 
inland  waterway  had  to  be  considered.  A new  Welland  Canal  was  begun 
in  1913  and  finished  in  1932.  It  had  only  seven  loeks  in  place  of  twenty- 
six;  eaeh  of  them  was  three  times  as  long  and  twice  as  wide  as  those  in  the 
old  stairease;  the  depth  of  water  was  30  feet  in  place  of  14  feet,  so  the 
largest  lake  carriers  could  pass  through.  The  Canal  eost  over  $130,000,000, 
and  has  been  used  ehiefly  for  the  movement  of  coal  from  American  to 
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Canadian  ports.  In  general,  however,  the  total  canal  traffic  has  remained 
relatively  modest  in  volume.  In  1947,  for  example,  the  quantity  of  produce 
passing  through  all  the  canals  was  22,000,000  tons,  and  this  figure  counts 
twice  (or  more)  any  cargo  which  passed  through  two  (or  more)  canals.  In 
the  same  year  the  railroads  carried  80,000,000  tons,  and  we  have  no  idea 
what  load  was  carried  by  road. 

The  vision  of  ocean  vessels  steaming  to  and  from  the  mid-continent  was 
put  aside  by  Ottawa  in  the  1870’s,  but  it  refused  to  “stay  put.”  At  various 
times  during  the  twentieth  century  it  has  fascinated  some  Canadians  and 
mid-west  Americans.  It  took  on  a new  aspect  with  the  coming  of  hydro- 
electricity. The  notion  of  a deep  channel— twenty-five  to  thirty  feet  deep- 
down  the  St.  Lawrence  was  expanded  to  include  such  damming  up  of  the 
rapids  section  of  the  river  that  4,000,000  h.p.  of  hydro  could  be  generated 
for  use  by  the  regions  within  reach  of  the  gigantic  power  plants.  Such 
a combined  navigation  and  power  scheme  would  be  one  of  the  seven 
engineering  wonders  of  the  world.  It  would  be  a joint  American-Canadian 
venture.  But  the  enthusiasm  of  its  supporters  in  both  countries  has  always 
been  met  by  the  damaging  criticism  of  many  well-informed  students  and 
the  hostility  of  less  informed  but  powerful  rival  transportation  services  or 
ports.  In  the  I920’s  the  proposal  was  shelved  after  consideration  by  the 
governments  in  Washington  and  Ottawa.  In  1941  agreement  was  reached 
on  a plan  that  would  cost  $900,000,000;  but  Congress  failed  to  ratify  the 
pact.  In  1951  American  supporters  found  a new  reason  for  the  deep  water- 
way in  the  need  for  importing  iron  ore  from  Labrador  and  Quebec  to  Ameri- 
can steel  plants  along  the  Lakes  shores.  The  plan  was  also  approved  on 
strategic  grounds  by  the  defence  experts.  But  it  was  shelved  once  more  by 
Congress  in  1952,  leaving  Canada  to  decide  whether  she  would  undertake 
the  task  on  her  own. 
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Each  figure  represents  one-tenth  of  the  population. 

During  the  first  thirty  years  of  the  twentieth  century  the  number  of  Cana- 
dians working  in  agriculture  rose  by  nearly  60  per  cent,  chiefly  because  of 
the  200,000  farms  established  on  the  prairies;  but  the  number  engaged  in 
manufacturing  more  than  doubled.  By  1920  the  net  value  created  by  the 
secondary  industries  ( manufacturing,  processing,  construction,  and  the  like ) 
exceeded  that  of  the  primary  producers  (farmers,  foresters,  fishermen,  and 
miners).  A few  years  later  people  living  in  towns  and  cities  outnumbered 
the  country-dwellers,  and  by  1941  the  ratio  was  55  urban  to  45  rural. 

These  figures  show  how  Canada’s  economy  was  growing  up,  filling  out. 
To  fish,  fur,  forest,  and  farm  a fifth  F— factory— was  being  added.  By  1950 
the  “gainfully  occupied”  population  was  distributed  roughly  as  follows : 


Per  cent. 


Primary  producers  24 

Secondary  producers  34 

Trade,  transportation,  finance 23 

Services  (domestic,  professional,  public)  19 


The  distribution  in  this  table  is  not  very  much  different  from  that  of 
other  countries  which  we  think  of  as  being  fully  mature,  e.g.,  the  United 
States,  France,  Belgium  or  pre-war  Germany.  It  indicates  that  Canada  had 
just  about  grown  up. 
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IV.  Industry  Grows  Up 


The  Prairie  Market.  The  first  stimulus  to  rapid  industrialization  came  from 
the  expanding  prairie  market,  with  its  farms,  new  railroads,  and  the  towns 
which  sprang  up  almost  overnight.  The  demand  for  consumers’  goods— 
clothing,  furniture,  processed  foods,  and  so  forth— grew  with  the  population. 
In  addition,  the  farmers  needed  buildings  and  other  capital  equipment. 
According  to  one  estimate  they  had  bought  $200,000,000  of  machinery  by 
1914.  Canadian  firms,  such  as  Massey-Harris,  which  had  already  built  up 
a high  reputation  for  their  products  at  home,  in  Europe,  and  in  Australia, 
expanded  their  Ontario  plants  and  covered  the  prairies  with  warehouses 
and  dealers.  The  railroads  needed  rails,  engines,  rolling  stock,  and  countless 
other  factory  products.  Finally,  the  prairie  crop  called  for  a great  extension 
of  the  milling  industry. 

Manufacturers  in  Ontario  and  Quebec  responded  energetically  to  most  of 
these  demands.  In  doing  so  they  were  handicapped  by  the  lack  of  coal 
deposits  near  at  hand.  The  high  cost  of  transporting  coal  from  Nova 
Scotia  or  Alberta  made  shipment  to  the  central  provinces  impossible,  and 
American  coal  therefore  monopolized  the  market.  A long  strike  in  Pennsyl- 
vania ( 1902)  cut  off  Ontario’s  fuel  supply,  closed  factories,  brought  a winter 
of  real  hardship  to  thousands  of  homes,  and  impressed  deeply  on  the  coal- 
less regions  the  need  for  using  their  “white  coal”  to  produce  hydro-electric- 
ity. Private  companies  built  plants  on  the  Canadian  side  of  Niagara  and  in 
1906  the  Hydro-Electric  Commission  of  Ontario  was  established  as  a public 
enterprise  to  buy  or  generate  power  and  sell  it  at  cost  price  to  municipalities. 
Erecting  power  plants  is  a slow  and  costly  job,  and  in  1914  the  total  hydro 
output  of  the  Dominion  was  not  much  more  than  1,000,000  h.p.  Yet  that 
modest  amount  proved  so  valuable  that  much  more  was  bound  to  be  pro- 
duced before  long. 

Perhaps  the  most  important  industrial  effect  of  the  prairie  boom  was  to 
put  iron  and  steel  production  on  its  feet.  As  we  have  seen  before,  the  estab- 
lishment of  that  basic  heavy  industry  is  a big  step  forward  in  the  history 
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of  any  country,  but  not  an  easy  one  to  take.  The  works  at  Three  Rivers  and 
Marmora  belong  to  pioneer  days.  Thereafter  those  who  made  iron  or  steel 
wares  usually  imported  their  material  or  bought  scrap.  One  Hamilton 
implement  maker  bought  the  iron  hull  of  the  Great  Eastern,  a giant  steam- 
ship which  was  built  in  England  in  the  ’fifties  but  proved  to  be  too  big  and 
unwieldy  for  profitable  operation.  He  also  purchased  the  first  suspension 
bridge  across  Niagara  when  it  was  scrapped,  and  the  Victoria  Bridge  across 
the  St.  Lawrence  at  Montreal  when  a new  one  was  built  there. 

As  late  as  1891  only  20,000  tons  of  iron  were  being  made  annually  from 
Canadian  ore.  The  Dominion  government  had  tried  to  encourage  the  indus- 
try by  offering  a bounty  (1883)  on  all  pig  iron  made  in  the  country,  then 
extended  the  bounty  to  steel.  In  addition  it  imposed  a duty  of  $7  a ton  on 
imported  steel  rails.  In  1894  Ontario  also  offered  a bounty.  Yet  little  hap- 
pened until  some  American  financiers  became  interested  in  Canada’s  iron 
and  coal  resources.  They  began  by  taking  hold  of  the  Nova  Scotia  coal 
mines,  which  they  reorganized,  modernized,  and  made  more  productive. 

Then  they  turned  their  attention  to  iron  and  steel.  They  saw  that  circum- 
stances, “on  paper,  at  any  rate,”  favoured  the  production  of  metal  at  costs 
below  those  of  Pittsburgh.  That  city  had  to  gather  its  ore,  coal,  and  lime- 
stone from  places  far  apart,  at  a cost  of  about  $3  on  each  ton  of  “pig”;  and 
if  it  wished  to  send  the  product  abroad  the  freight  charge  to  the  seaboard 
was  about  $2  a ton.  A Canadian  plant  located  on  the  Cape  Breton  coalfield 
would  escape  most  of  these  costs.  Its  coal  was  on  the  spot,  limestone  was 
nearby,  there  were  some  local  deposits  of  ore  and  vastly  richer  ones  in 
Newfoundland,  one  notable  source  being  Bell  Island  in  Conception  Bay. 
The  materials  could  be  assembled  at  one-third  the  Pittsburgh  cost,  while  the 
plant  would  be  built  at  tide-water  and  the  finished  product  loaded  straight 
into  ocean  freighters.  Cape  Breton’s  position  for  steel-making  therefore 
seemed  “something  more  than  strong.  It  [was]  impregnable.” 


Courtesy  Canadian  National  Railways. 


Bell  Island  ore  being 
transported  for  shipment. 
Much  of  this  ore  is  sent 
across  Cabot  Strait  to 
Sydney,  Nova  Scotia. 
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In  that  belief  the  Dominion  Iron  and  Steel  Company  was  established.  A 
large  efficient  plant  was  erected  at  Sydney,  and  that  township  grew  from 
2,500  people  in  1891  to  15,000  ten  years  later.  Meanwhile  another  Nova 
Scotia  venture,  which  had  begun  with  a little  forge  and  $4,000  capital  at 
New  Glasgow  in  the  ’seventies,  became  ambitious  At  first  it  used  scrap  iron 
for  its  forgings;  then  it  began  to  make  steel,  and  finally  decided  to  erect  a 
complete  plant.  It  acquired  local  coal  mines,  ore  deposits  in  Bell  Island, 
limestone  supplies,  blast  furnaces,  open  hearths,  and  rolling  mills.  Its  name 
was  the  Nova  Scotia  Steel  and  Coal  Company.  Like  its  American-owned 
rival  at  Sydney,  it  was  well  timed  to  cope  with  the  orders  that  came  from 
the  prairie  railroads. 

Bounties  and  prairie  boom  aided  the  establishment  of  iron  and  steel  mills 
inland.  Ore  deposits  existed  on  the  Ontario  shore  of  Lake  Superior.  Coke 
could  be  imported  by  water  duty-free  from  the  United  States,  and  limestone 
was  not  far  away.  At  Midland  and  Collingwood  on  Georgian  Bay  iron  and 
steel  works  were  set  up.  At  Sault  Ste.  Marie  the  feverish  optimism  of  a Mr. 
Clergue  erected  plants  for  producing  iron,  steel,  pipes,  rails,  as  well  as  hydro- 
electricity, pulp  and  paper,  nickel,  chemicals,  machinery,  rolling  stock,  and 
ships. 

Though  some  of  these  ambitious  projects  over-reached  themselves, 
between  them  they  brought  the  industry  through  its  infant  stages.  The  out- 
put of  pig  iron  increased  fourteen-fold  between  1890  and  1903;  by  the  latter 
date  the  steel  plants  were  getting  to  work  and  their  production  rose  to  over 
a million  tons  in  1913.  Nova  Scotia  and  Sault  Ste.  Marie  supplied  most  of 
the  rails  for  the  prairie  roads,  and  Canadian  engineering  works  made  most 
of  the  engines  and  rolling  stock.  By  1913  the  country  was  producing  four- 
fifths  of  the  metal  it  needed.  In  addition,  the  Nova  Scotia  plants  were 
giving  the  Maritimes  almost  the  only  benefit  they  received  from  Confedera- 
tion. The  Atlantic  provinces  had  found  little  market  for  their  products  in 
the  centre  of  the  Dominion,  while  their  few  manufacturing  industries  had 
been  injured  by  the  competition  from  Quebec  and  Ontario.  Hence  the  boom 
at  Sydney  and  New  Glasgow  was  as  welcome  as  it  was  unusual. 

From  Wheat  Boom  to  War  Boom.  The  second  stimulus  to  industrial  growth 
came  from  World  War  I.  It  arrived  just  in  time  to  save  Canada  from  a severe 
general  relapse.  In  1912-13  the  flow  of  capital  from  London  was  checked, 
and  prices  of  Canadian  export  staples,  which  had  risen  a third  since  1896, 
turned  suddenly  downward.  Deprived  of  capital  imports,  construction 
almost  stopped,  iron  and  steel  orders  vanished,  unemployment  mounted, 
the  bubble  of  speculation  in  prairie  land  was  pricked,  lenders  could  not 
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collect  interest  or  prineipal,  and  a prairie  drought  in  1914  capped  the  erisis. 
For  the  first  time  in  the  twentieth  century  the  economy  “revealed  its  alarm- 
ing vulnerability  to  external  influences.” 

The  outbreak  of  war  looked  like  the  signal  for  still  deeper  diseomfort. 
Soon,  however,  it  beeame  evident  that  the  agricultural  and  industrial  “plant” 
built  up  during  the  preceding  twenty  years  would  have  plenty  of  work  to 
do,  and  the  country  passed  quiekly  “from  wheat  boom  to  war  boom.”  The 
farmer  met  the  Allies’  demand  for  food  by  a great  increase  in  the  produetion 
and  export  of  grain,  meat,  butter,  and  eggs.  The  mines  and  refineries  poured 
out  more  eopper,  nickel,  zinc,  and  lead,  the  steel  plants  raised  their  output 
two-thirds,  and  the  metal-working  plants  switched  to  making  munitions. 
While  these  developments  lifted  exports  higher  and  higher,  the  deeline  in 
manufaetured  imports  from  Britain  gave  Canadian  factories  a ehanee  to 
supply  a larger  share  of  the  domestic  market.  The  eessation  of  British 
capital  imports  and  the  need  for  borrowed  funds  foreed  Canadians  to  rely 
more  on  their  own  finaneial  resources.  They  discovered  that  these  resourees 
were  quite  substantial.  Henee  an  eeonomy  that  seemed  narrow,  lopsided, 
and  unstable  in  1913  developed  breadth  and  strength  during  the  war  years. 
The  New  Industries.  When  the  immediate  post-war  eonfusion  had  eleared 
away,  the  third  stimulus  to  industrial  advanee  revealed  its  influenee.  It 
came  from  new  industries  which  had  been  passing  through  ehildhood  and 
adolescenee  during  the  preceding  two  decades,  but  now  reached  great  and 
rapidly  growing  stature.  Their  driving  foree  was  hydro-eleetrieity,  their 
materials  were  the  timber  and  minerals  of  the  uninhabited  back-bloeks  of 
the  Canadian  Shield  and  the  British  Columbia  valleys.  Canada  discovered 
she  had  a North  as  well  as  a West. 

Cheap  power  in  large  quantities  was  needed  to  turn  the  huge  grinding 
and  erushing  machines  or  to  extract  and  refine  metals.  It  required  100  h.p. 
to  make  one  ton  of  paper  a day,  and  power  aecounted  for  about  one-seventh 
of  the  total  cost  of  producing  aluminium.  The  rapid  growth  of  pulp  and 
paper-making,  like  the  produetion  of  aluminium,  eopper,  asbestos,  and 
eement,  therefore  depended  ehiefly  on  the  harnessing  of  more  and  more 
water-power.  The  output  of  hydro-eleetrieity  rose  from  less  than  1,000,000 
h.p.  in  1910  to  2,500,000  in  1920  and  to  more  than  6,000,000  in  1930.  Not 
all  this  energy  went  to  feed  the  power-hungry  new-comers.  Some  of  it  was 
available  for  general  domestie  and  industrial  use.  But  it  was  the  new  indus- 
tries that  needed  and  consumed  most  of  the  inereased  supply. 

Pulp  and  Paper.  In  the  old  days,  when  paper  was  made  from  rags  and  old 
rope,  one  or  two  small  mills  were  set  up  in  Canada.  With  the  spread  of 
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education  and  of  the  newspaper-reading  habit  during  the  second  half  of  the 
19th  century,  the  supply  of  rags  became  insufficient  and  a search  began  for 
some  other  raw  material.  Straw  was  tried,  but  by  the  early  1880’s  ways  had 
been  discovered  of  using  wood.  For  a while  the  chief  producers  were 
Norway,  Sweden,  and  the  United  States,  countries  which  had  plenty  of 
wood  suitable  for  conversion  into  pulp,  then  into  paper. 

The  American  industry  grew  up  first  in  New  England  and  the  Lake  states 
(Michigan,  Wisconsin).  The  demand  for  its  products  seemed  insatiable; 
newspapers  grew  in  size— especially  on  Sunday— and  in  circulation;  then 
came  new  demands  for  paper  for  wrapping  purposes,  for  cartons,  towels, 
napkins,  tissues,  and  a host  of  other  uses.  It  is  estimated  that  the  American 
consumption  of  all  kinds  of  paper  rose  from  70  lb.  a head  in  1900  to  225 
lb.  a head  in  1929.  During  that  period  the  number  of  heads  increased  by 
almost  two-thirds,  so  the  total  consumption  of  paper  products  went  up 
about  fivefold.  The  old  sources  of  supply  in  the  United  States  could  not 
meet  this  expanding  demand;  so  the  country  had  to  turn  to  Sweden,  Fin- 
land, and  Canada  for  food  for  its  paper  mills  and  printing  presses. 

Canada’s  chief  contribution  was  newsprint.  At  first  (after  1895)  the 
American  paper-makers  imported  Canadian  pulp  wood;  then  they  began 
to  make  the  pulp  in  Canadian  mills;  then  they  built  factories  for  making  the 
newsprint  in  Canada.  In  1913  they  persuaded  Congress  to  admit  newsprint 
free  of  customs  duty.  Meanwhile  provincial  governments  insisted  that  some 
of  the  processes  be  done  in  Canada  and  refused  to  grant  timber  licenses 
except  on  that  condition. 

Canadian  firms  soon  entered  the  industry,  and  after  1910  the  invasion  of 
the  spruce  or  balsam  forests  of  Quebec  and  Ontario  became  a full-scale 
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offensive.  The  invaders  had  an  ideal  country  to  conquer.  Quebec  alone 
possessed  200,000  square  miles  of  pulpwood  forest,  of  which  only  12,000 
had  passed  into  private  hands  by  1910.  Vast  regions  could  therefore  be 
made  available  to  large  companies.  Water  power  was  abundant  near  at 
hand,  waiting  to  be  harnessed.  The  finished  product  could  be  loaded 
straight  from  the  mill  into  steamships.  There  was  a mammoth  market  next 
door,  and  beyond  the  oceans  lay  countries  which  wanted  paper  but  lacked 
the  raw  material  or  power. 

The  export  of  pulpwood  reached  its  peak  in  1910,  that  of  pulp  in  1920; 
but  by  the  latter  year  the  production  of  newsprint  had  climbed  to  900,000 
tons,  and  it  mounted  rapidly  to  three  times  this  figure  in  1929.  Improved 
methods  reduced  costs,  the  price  of  paper  fell  25  per  cent  between  1923  and 
1929,  and  as  new  plants  were  opened  close  on  one  another’s  heels  the  indus- 
try’s capacity  to  produce  got  farther  ahead  of  the  actual  demand.  Yet  no  one 
seemed  to  worry.  The  industry  became  concentrated  in  the  hands  of  three 
large  corporations,  whose  stocks  found  ready  buyers.  The  value  of  news- 
print exports  rose  to  $140,000,000  in  1929,  which  placed  paper  second  only 
to  wheat  on  the  export  list.  Ontario  and  Quebec  were  the  centres  of  the 
industry;  but  British  Columbia  combined  lumbering  and  paper-making.  Its 
forests  had  been  slow  in  attracting  attention,  but  after  1900  they  were  at- 
tacked in  force  with  modern  mechanical  equipment,  and  the  lumber  was 
carried  through  the  Panama  Canal  to  the  Atlantic  seaboard  or  Europe.  By 
1938  British  Columbia  accounted  for  three-fifths  of  the  Dominion’s  output. 
Its  falling  water  was  harnessed  by  pulp  or  paper  makers,  who  sold  their 
product  in  the  western  states  as  well  as  to  newspaper  publishers  on  the 
other  side  of  the  Pacific. 

Non-Ferrous  Metals.  Rivalling  the  pulp  and  paper  frontier  in  importance 
was  the  mineral  frontier.  Before  Confederation  gold  had  been  mined  in 
British  Columbia  and  Nova  Scotia,  silver  and  copper  north  of  Lake  Superior, 
and  coal  in  the  Maritimes.  But  the  metals  were  not  important  until  at 

Courtesy  International  Nickel  Company  of  Canada  Limited. 


The  copper  smelter 
at  Copper  Cliff 
near  Sudbury 
in  1889. 
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least  a generation  later.  In  1886  the  total  mineral  output  was  worth  only 
$10,000,000;  most  of  it  was  coal  and  less  than  a quarter  consisted  of  metals. 

In  1929  the  comparable  figure  was  $300,000,000,  of  which  gold,  lead, 
nickel,  copper,  silver,  and  other  metals  accounted  for  half.  The  discovery 
of  many  deposits  was  a mixture  of  chance  and  romance.  The  asbestos 
resources  in  the  Eastern  Townships  district  of  Quebec  were  unearthed  by  a 
railroad  construction  gang.  The  Sudbury  copper-nickel  ores  were  revealed 
when  a cutting  was  being  made  for  the  C.P.R.  in  1883.  The  builders  of  the 
Temiskaming  and  Northern  Ontario  Railroad  in  1903  uncovered  veins  of 
silver  at  Cobalt,  and  the  track  they  laid  made  possible  the  exploration  and 
development  of  the  Porcupine  goldfield.  In  these  instances  discovery  and 
means  of  transportation  came  together,  so  each  “find”  was  soon  followed  by 
an  influx  of  capital  and  miners.  Within  eight  years  of  its  discovery  the 
Cobalt  field  was  producing  about  30,000,000  ounces  of  silver.  The  gold 
output  of  northern  Ontario  was  worth  less  than  $50,000  in  1911,  but  by  1931 
it  had  grown  to  $43,000,000  and  that  of  the  Dominion  to  $58,000,000. 

At  first  the  Sudbury  copper-nickel  ore  was  worked  for  copper,  but  interest 
shifted  after  metallurgists  discovered  that  the  addition  of  a pinch  of  nickel 
made  steel  tougher,  harder,  and  rustless.  During  and  after  World  War  I the 
price  of  silver  rose  so  high  that  many  countries  ceased  to  mint  small  silver 
coins— as  for  instance  the  tiny  Canadian  five  cent  piece— and  used  nickel 
instead.  By  1926  Canada  was  providing  four-fifths  of  the  world’s  nickel  and 
the  scientist  was  finding  many  new  uses  for  the  metal.  The  production  of 
asbestos  also  expanded  with  the  discovery  of  more  uses  for  the  mineral,  and 
since  1895  the  output  has  grown  thirtyfold,  making  Quebec  the  world’s  chief 
source  of  supply. 


Great  Power  Plant  at  Isle  Maligne,  Quebec.  One  of  the  plants  built  to  supply  power  for  industry. 
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In  the  case  of  aluminium,  production  depended  on  the  harnessing  of 
sufficient  falling  water,  since  it  takes  at  least  10  h.p.  of  electricity  to  obtain 
one  pound  of  the  metal.  The  first  Canadian  “reduction”  plant  and  power- 
house was  built  at  Shawinigan  Falls  in  1900,  and  the  later  development  of 
the  industry  was  made  possible  by  the  erection  of  a huge  power  plant  on 
the  Saguenay  River.  In  British  Columbia  electric  power  opened  up  the 
production  of  considerable  quantities  of  lead,  zinc,  copper,  and  silver  during 
the  ’twenties.  Most  of  these  metals  found  their  market  abroad;  combined 
with  paper  and  pulp,  they  accounted  for  30  per  cent  of  Canada’s  total 
exports  in  1929,  against  19  per  cent  in  1920. 

The  Automobile  Industry.  A third  industry,  born  of  the  new  century  and 
reaching  manhood  during  the  1920’s,  was  the  production  of  automobiles.  In 
1901  a Toronto  bicycle  firm  made  a few  cars.  In  1904  a group  of  Canadian 
business  men  persuaded  Henry  Ford  to  found  a Canadian  company,  about 
a year  after  he  had  established  his  Detroit  firm.  They  put  up  most  of  the 
capital,  gave  him  51  per  cent  of  the  shares,  and  in  return  got  access  to  all 
his  patents  as  well  as  the  sole  right  to  make  and  sell  Ford  cars  in  all  parts 
of  the  British  Empire  except  Britain.  In  the  first  year  they  made  117  cars. 
In  1907  the  McLaughlins,  who  had  been  building  buggies  and  sleighs  at 
Oshawa  since  1878,  entered  into  a similar  agreement  which  led  to  the  pro- 
duction of  the  McLaughlin-Buick.  By  1908,  therefore,  motoring  had  entered 
“the  springtime  of  its  popularity  in  Canada,”  though  people  were  not  yet 
sure  whether  it  was  “a  sport  or  a system  of  locomotion.”  Canadian-built 
cars  were  available,  ranging  from  the  four-cylinder  Ford  “jaunty  runabout” 
which  weighed  less  than  half  a ton  and  cost  $750,  to  the  “lordly  landaulette” 
with  six  cylinders,  which  offered  any  speed  “from  a walk  to  60  miles  an  hour 
on  the  throttle”  and  cost  $3,500. 

It  was  the  jaunty  runabout  that  won  the  day,  as  Canadian  production 
quickly  concentrated  on  the  mass  production  of  medium  or  low-priced  cars. 
By  1917  the  annual  output  was  approaching  100,000  vehicles,  and  by  1929 


An  early  advertisement  (1905)  of  a “Made  in 
Canada”  car,  which  reads:  It  has  power, 
good  lines,  is  luxurious  in  finish  and  appoint- 
ments, but  best  of  all  it  can  stand  the  rack 
and  wear  of  Canadian  roads.  Specification: 
12  to  14  h.p.,  double  cylinder  opposed 
engine,  90"  wheel  base.  Price  $1,500. 


Courtesy  Ford  Motor  Company  of  Canada  Limited. 
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the  figure  had  passed  250,000.  At  first  the  work  was  chiefly  that  of  assem- 
bling imported  parts,  but  gradually  more  and  more  parts  were  made  in 
Canadian  plants.  The  home  market  as  well  as  that  in  the  British  dominions 
and  colonies  grew  large;  in  1929  two-fifths  of  the  vehicles  were  exported, 
and  the  export  value  of  cars,  trucks,  and  accessories  was  exceeded  only  by 
those  of  grain  and  flour,  of  pulp  and  paper  products,  and  of  wood  and 
wooden  manufactures.  As  producer  and  exporter  of  automobiles,  Canada 
ranked  second— though  a poor  one— to  the  United  States. 

The  Canada  Year  Book  publishes  a list  of  “The  Forty  Leading  Industries.” 
In  the  top  dozen  on  that  list  for  the  late  ’twenties  we  find  “Petroleum 
products”  and  “Rubber  goods,”  both  climbing  higher  as  the  automobile 
stimulated  the  demand  for  gasoline  and  tyres.  In  close  company  with  them 
are  “Electric  light  and  power,”  and  “Electrical  apparatus,”  evidence  of  the 
extension  of  hydro  and  of  the  widening  use  of  radios,  vacuum  cleaners,  and 
other  “consumers’  durable  goods”  of  the  electrical  age.  With  the  still  more 
important  pulp  and  paper  products  and  non-ferrous  metals  they  fill  much 
of  the  top  bracket  in  the  Year  Book’s  list;  but  they  cannot  elbow  aside  the 
old  staple  products  of  the  flourmills,  sawmills,  packing  plants,  creameries, 
and  cotton  factories.  More  illuminating,  however,  than  the  first  dozen  is  the 
wide  range  covered  by  the  whole  forty.  By  1929  it  was  becoming  difficult 
to  think  of  any  article  in  common  use  that  could  not  be  obtained  bearing 
the  mark  “Made  in  Canada.” 

The  Supply  of  Capital.  In  the  East  and  the  West  alike  the  widening  of  the 
economy  was  due  to  the  labour  of  the  native-born  and  the  immigrant,  as 
well  as  to  the  application  of  home-saved  and  imported  capital.  The  im- 
ported capital  came  in  two  streams,  one  from  the  south,  the  other  from 
Europe;  and  these  streams  went  in  different  directions  after  entering  the 
country.  British  capital  had  played  the  chief  part  in  building  the  Grand 
Trunk  and  the  C.P.R.,  and  in  supplying  funds  to  local  governments.  Its 
lender,  through  long  experience  in  many  lands,  had  learned  that  it  was  safer 
to  lend  at  a low  but  sure  interest  rate  than  to  risk  money  in  ventures  which 
might  pay  large  dividends  but,  on  the  other  hand,  might  yield  nothing. 
Having  burned  his  fingers  in  mining  ventures  in  most  continents,  including 
North  America,  he  would  have  little  to  do  with  Canadian  mining  fields.  He 
was  not  very  eager  to  set  up  a branch  of  his  factory  in  the  Dominion,  and 
the  preferential  duty  charged  on  his  goods  after  1897  may  have  led  him  to 
think  it  better  to  continue  trying  to  sell  his  goods  over  the  tariff  wall  than 
to  set  up  a factory  inside  it.  If  he  was  venturesome  he  might  invest  in 
western  lands,  especially  town  sites,  or  in  the  bonds  of  well  established 
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industries.  But  in  general  he  played  safe.  It  was  estimated  that  by  1910 
he  had  put  about  $1,800,000,000  into  Canada,  nine-tenths  of  it  in  the  bonds 
of  governments,  railroads,  municipalities,  and  street-cars.  In  that  year 
57  Canadian  loans,  mostly  of  the  gilt-edged  type,  were  floated  on  the 
London  market,  and  by  1914  the  British  investment  had  risen  to  about 
$2,500,000,000. 

The  American  investor  was  more  audacious.  With  the  example  of  his 
own  country  to  serve  as  precedent,  he  believed  that  history  would  repeat 
itself— including  the  risks,  of  which  there  were  plenty  in  the  United  States, 
even  if  he  left  his  money  in  a bank.  He  foresaw  that  the  Canadian  prairies 
would  grow  as  his  own  had  done,  that  land  would  increase  in  value,  and 
that  there  would  be  a wonderful  market  out  west.  He  “guessed”  that 
Canada’s  supply  of  raw  materials  would  be  needed  as  the  Dominion  ad- 
vanced and  as  his  own  country’s  resources  became  depleted.  He  was  sure 
that  the  technical  methods  and  “know  how”  worked  out  to  exploit  American 
resources  would  be  equally  effective  north  of  the  border. 

Political  considerations,  as  well  as  economic,  influenced  him.  He  saw 
that  by  establishing  a branch  factory  in  Canada  he  would  profit  more  than 
if  he  made  his  wares  at  home  and  sent  them  north  to  jump  (or  bump  into) 
the  tariff  wall.  Besides,  people  were  urging  that  imperial  preference  be 
made  empire-wide;  that  goods  produced  in  one  part  of  the  Empire,  say  in 
Canada,  be  admitted  into  other  parts,  say  Britain,  at  a lower  rate  than  was 
charged  on  goods  from  foreign  countries.  As  early  as  1902  some  Canadian 
journals  were  saying  “If  the  English  people  ever  established  a preference  in 
favour  of  colonial  products,  what  a boom  it  would  give  to  Canadian  indus- 
tries”; and  some  American  manufacturers  were  quite  willing  to  come  back 
into  the  British  Empire  in  order  to  share  that  boom.  Finally,  Americans 
were  accumulating  more  capital  than  they  knew  what  to  do  with  at  home, 
and  were  looking  for  more  profitable  investments  elsewhere. 

United  States  capital,  often  accompanied  by  the  technicians,  therefore 
entered  Canada  to  play  a powerful  part  in  developing  the  mining  and  metal 
frontier.  It  ranged  far  and  wide,  from  Nova  Scotia  coal  and  steel,  through 
Quebec  aluminium  and  asbestos,  Ontario  nickel,  copper,  and  gold,  to  the 
oilfields  of  Alberta,  the  ores  and  forests  of  British  Columbia,  the  gold  of 
Yellowknife  and  the  radium  and  uranium  of  Great  Bear  Lake  in  the  newest 
North  West.  How  it  went  into  the  prairies,  the  group  of  industries  at  Sault 
Ste.  Marie,  and  pulp  or  paper  production,  we  have  already  seen.  The  branch 
factory  habit  was  deep-grained,  for  as  early  as  1879  ten  American  manu- 
facturers set  up  plants  in  Quebec  when  Macdonald’s  National  Policy  tariff 
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was  enacted.  By  1914  the  number  had  risen  to  at  least  two  hundred.  In 
fact,  the  movement  stopped  only  when  every  American  firm  interested  in 
the  Canadian  market  had  its  branch  factory  there. 

In  spite  of  these  American  investments  the  United  States  had  still  only 
a relatively  small  stake  in  Canada  in  1914.  There  were  about  five  dollars  of 
British  capital  in  the  country  for  every  dollar  of  American.  World  War  I 
changed  the  situation.  It  cut  off  the  ffow  from  Britain,  obliging  Canada  to 
look  elsewhere  for  funds.  In  part  she  turned  to  the  United  States  and 
borrowed  more  heavily  in  New  York.  After  the  war  ended  the  northward 
flow  of  industrial  investment  increased.  By  1929  there  were  more  than 
1,400  branch  plants  in  the  Dominion,  and  when  depression  put  a stop  to 
the  stream  the  total  American  stake  had  risen  to  nearly  $4,000,000,000, 
while  the  British  interest  was  not  much  more  than  it  had  been  in  1914. 

Yet  the  remarkable  feature  of  the  investment  story  during  the  ’twenties 
and  later  was  the  large  sum  put  into  the  economy  by  Canadians.  It  has  been 
estimated  that  the  total  amount  invested  in  all  forms  of  capital  goods  during 
the  ’twenties  was  over  $6,000,000,000.  This  money  went  into  house- 
building, into  transportation  (including  the  streets  and  highways  of  the 
automobile  age),  into  communications  (including  radio  stations),  power 
plants,  factories,  farming,  and  the  mining,  pulp,  and  paper  industries.  When 
we  analyze  this  vast  sum,  and  offset  the  capital  which  Canadians  invested 
abroad  against  that  which  Americans  and  Britons  sent  in,  the  net  capital 
imports  seem  to  amount  to  less  than  a sixth  of  the  total  $6,000,000,000.  It 
therefore  looks  as  if  the  remaining  five-sixths  came  from  Canadian  savings 
—a  very  substantial  performance.  During  the  ’thirties  Canadian  funds 
financed  most  of  the  gold  boom,  and  in  1940  half  the  capital  in  the  country’s 
mines  was  Canadian,  against  30  per  cent  American. 

The  value  of  exports  rose  more  than  sevenfold  between  1900  and  1928; 
but  since  prices  doubled  during  that  period,  the  increase  in  volume  was  not 
more  than  fourfold.  This  great  expansion  began  with  the  out- 
External  pouring  of  prairie  grain.  In  1900  “Animals  and  products  of” 
Trade  (including  fish)  was  the  largest  item  in  the  export  list,  and 
accounted  for  36  per  cent  of  the  total,  while  “Agricultural 
products”,  i.e.,  crops,  contributed  only  14  per  cent.  By  1925  the  exports  of 
“Agricultural  and  vegetable  products”  had  grown  sixteenfold,  and  provided 
44  per  cent  of  th6  total,  while  the  animals’  contribution  had  increased  only 
threefold  and  shrunk  to  16  per  cent  of  the  total.  The  forests’  contribution 
increased  during  the  same  period  from  a sixth  to  a quarter  of  the  exports, 
but  the  nature  of  the  product  had  changed  in  large  measure  to  pulp  and 
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paper.  The  non-ferrous  metals  were  responsible  for  10  per  cent  of  the 
outward  flow. 

In  1926  two-fifths  of  the  exports  were  officially  described  as  “fully  manu- 
factured.” This  classification  included  fully  processed  raw  materials,  such 
as  flour,  butter,  canned  meat,  and  newsprint;  but  it  also  included  a growing 
quantity  of  factory  products,  and  by  1929  one-tenth  of  all  exports  consisted 
of  automobiles,  footwear,  farm  implements,  machinery,  films,  and  whisky. 

The  imports  grew  in  volume  and  value  about  as  much  as  did  the  exports, 
but  their  character  did  not  change  as  much.  Climate  decreed  that  Canada 
must  import  all  her  raw  cotton,  silk,  semi-tropical  and  tropical  fruits— for 
example,  one  bunch  of  bananas  a year  for  each  family— her  winter  vege- 
tables, her  tea,  coffee,  cocoa,  spices,  rubber,  jute,  and  much  of  her  tobacco, 
sugar,  and  wool.  Ontario  and  Quebec  had  to  get  their  coal  from  abroad, 
and  little  petroleum  was  produced  inside  the  country  as  yet.  Imports  of 
these  materials  accounted  for  more  than  a third  of  the  total  in  1925.  The 
remainder  were  nearly  all  fully  manufactured  goods.  Some  of  them  were 
of  high  quality,  were  made  by  complicated  or  patented  methods,  or  were 
special  articles  for  which  the  Canadian  market  was  small,  such  as  scientific 
instruments  and  books. 

By  the  ’twenties  the  commodity  exports  were  worth  far  more  than  the 
imports.  In  1925  $140  of  goods  went  out  for  every  $100  that  entered.  This 
was  the  opposite  of  the  situation  which  had  prevailed  in  every  year  except 
five  from  Confederation  till  1915.  In  those  earlier  decades  imports  had  paid 
for  exports  and  in  addition  had  represented  the  influx  of  capital  investments. 
They  were  normally  higher  than  the  imports.  Consequently  Canada  re- 
ceived $140  of  goods  for  every  $100  she  sent  out  during  the  years  1901-14. 
In  1915  the  decline  in  capital  imports  and  the  rise  of  export  prices  reversed 
the  balance;  from  that  year  onward  there  was  always  an  export  surplus, 
except  when  prices  broke  as  they  did  in  1920  and  1929.  By  this  surplus 
Canada  paid  for  her  invisible  imports— the  carriage  and  insurance  of  her 
cargoes  on  non-Canadian  ships,  the  banking  and  commercial  services 
rendered  her  by  others,  and  the  interest  on  her  external  debt.  In  addition 
she  had  some  money  left  over  for  investment  in  other  lands. 

The  Direction  of  Trade.  The  direction  of  Canada’s  foreign  trade  was  deter- 
mined by  the  markets  available  to  her  and  the  sources  from  which  she  could 
best  obtain  what  she  needed.  The  government  tried  to  influence  the  flow 
in  two  ways.  ( 1 ) In  1897  it  began  to  levy  lower  tariff  rates  on  British  goods 
than  on  those  from  elsewhere,  and  in  later  years  made  reciprocal  preferen- 
tial treaties  with  other  parts  of  the  Empire.  This  policy  may  have  had  some 
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This  anti-reciprocity  cartoon  (Toronto  Daily  News,  July  19,  1911)  depicts  Sir  Wilfrid  Laurier 
listening  to  the  egg  he  has  taken  out  of  the  incubator  but  hearing  “no  encouraging  peep”  he 
remarks  to  his  colleague,  W.  S.  Fielding,  “It  listens  like  either  a dead  bird  or  a rotten  egg.” 

effect  in  making  the  Canadian  buy  a British  article  rather  than  one  from 
America;  but  the  preference  was  less  important  than  was  the  government’s 
attempt  to  make  him  buy  a Canadian  article. 

(2)  When  the  United  States  ended  reciprocity  and  refused  to  revive  it 
in  1874,  Canada  regretfully  had  to  accustom  herself  to  an  undefended  but 
highly  tariffed  frontier.  After  1900,  when  prosperity  came,  reciprocity  was 
almost  forgotten.  There  was  no  need  for  it;  there  were  other  ways  of 
opening  the  cave  of  wealth  than  that  of  crying  “Open  Sesame!  or  “Open 
Sam!”— to  the  American  market.  Now,  however,  the  United  States  awoke  to 
a realization  of  the  value  of  the  Canadian  market.  President  Taft  took  the 
initiative,  and  the  pilgrimage  headed  from  Washington  to  Ottawa.  The 
Laurier  ministry  gave  it  a hospitable  reception  and  agreement  was  reached 
in  1911.  But  the  Canadian  voters  rejected  the  plan  at  the  election  of  that 
year,  for  many  reasons:  they  were  now  strong  enough  to  do  without  it;  they 
suspected  that  an  American  senator  spoke  for  more  people  than  himself 
when  he  blessed  the  scheme  as  a step  towards  annexation;  they  thought  it 
would  weaken  the  connection  with  Great  Britain;  they  feared  it  would 
expose  Canadian  manufactures  to  fiercer  competition;  and  finally,  their 
opinion  about  reciprocity  was  mixed  up  with  many  other  party-political 
election  issues. 
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No  matter  what  governments  did  or  did  not  do,  the  stream  of  traffic 
flowed  chiefly  between  Canada  and  her  two  great  customers  or  suppliers. 

Where  Canadian  Exports  Went 


U.K. 

U.S.A. 

Other  Countries 

Year 

Per  cent. 

Per  cent. 

Per  cent. 

1896 

57 

34 

9 

1914 

50 

38 

12 

1922 

40 

40 

20 

1929 

25 

43 

32 

1937 

40 

36 

24 

1950 

15 

65 

20 

Where  Canadian  Imports  Came  From 

1896 

31 

51 

18 

1914 

21 

64 

15 

1922 

16 

69 

15 

1929 

15 

69 

16 

1937 

18 

61 

21 

1950 

13 

67 

20 

The  first  table  shows  that  at  the  beginning  of  the  prairie  boom  the  United 
Kingdom  and  the  United  States  took  more  than  nine-tenths  of  Canada’s 
exports,  with  the  former  country  buying  over  half.  By  the  end  of  the  boom 
in  1929  the  British  share  had  fallen  greatly— though  the  value  had  almost 
quintupled,  and  the  country  remained  the  largest  customer  for  Canadian 
foods.  The  United  States  share  had  increased  somewhat,  thanks  to  that 
country’s  appetite  for  lumber,  newsprint,  and  metals.  But  the  fraction  going 
to  “other  countries”  increased  greatly,  as  customers  came  from  the  other 
British  dominions,  from  Japan— in  fact  from  almost  every  land  on  the  globe. 
The  market  for  Canada’s  products  had  widened. 

The  second  table  shows  some  of  the  same  features.  By  1929  the  British 
share  of  Canadian  imports  had  declined  by  half,  though  the  value  rose  six- 
fold; the  United  States  share,  always  large,  grew  larger;  but  the  imports 
from  “other  countries”  did  not  grow  as  much  as  the  exports  to  them  had 
done.  The  reason  for  the  American  predominance  in  the  table  is  easy  to 
find.  Nearness  gave  the  United  States  advantages  in  advertising  and  low 
freight  costs.  There  were  fifty  border  gateways  through  which  the  railways 
carried  23,000,000  tons  of  freight  from  one  country  to  the  other  in  1933— 
and  that  was  a bad  year.  Canadians  wanted  the  same  general  kind  of  goods 
as  did  Americans,  since  material  tastes  and  living  standards  were  much  alike. 
The  United  States  was  the  natural  source  of  supply  for  coal,  oil,  gasoline. 
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fruits,  cotton,  and  tobacco,  and  her  industries  were  ahead  of  those  of 
Europe  in  the  making  of  electrical,  automobile,  and  other  machine-tooled 
parts  or  finished  mass  products.  British  exports  were  usually  fully  finished 
articles  which  had  to  bear  a heavy  duty,  which  did  not  always  meet 
Canadian  requirements  as  well  as  did  American  goods,  and  which  were 
displaced  by  the  products  of  Canadian  factories.  Even  when  London  was 
investing  heavily  during  the  early  years  of  the  century,  Canadians  spent 
much  of  this  money,  not  on  buying  British  goods,  but  on  American  wares. 

For  these  reasons  Canada  sold  far  more  to  Britain  than  she  bought  from 
her;  in  1926  the  figures  were  $273  sold  for  every  $100  bought.  She  bought 
more  from  the  United  States  than  she  sold  there;  in  1926  the  sales  were  only 
$69  for  every  $100  of  American  goods  purchased.  Yet  no  buyer  failed  to 
pay  his  bills,  no  seller  went  unpaid.  The  explanation  is  many-sided.  ( 1 ) 
Canada’s  surplus  to  Britain  included  payments  for  invisible  exports  of 
British  shipowners,  merchants,  and  investors.  (2)  Some  of  Canada’s  exports 
to  non-dollar  countries  enabled  her  to  buy  dollars  in  London  with  which 
she  paid  for  imports  from  the  United  States.  (3)  American  capital  coming 
into  Canada  paid  for  some  of  the  imports.  ( 4 ) Canada  was  building  up  an 
important  invisible  export  which  paid  for  a lot  of  dollar  imports.  This  was 
the  tourist  traffic,  which  grew  rapidly  as  soon  as  Americans  got  automobiles. 
By  1929  visitors  from  across  the  border  were  estimated  to  be  spending 
$300,000,000  a year  in  Canada,  a sum  large  enough  to  balance  what  Cana- 
dians spent  in  the  United  States  and  also  to  pay  for  a sizeable  fraction  of 
the  American  commodities  imported  in  that  year. 
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V.  Depression,  War 


Having  shared  in  the  great  boom  of  the  1920’s  and  contributed  substan- 
tially to  it,  Canada  got  her  full  share  of  the  depression  which  ensued.  Her 
prosperity  had  come  from  the  expanding  production  of  a few  staples  for 
export.  Within  ten  years  the  wheat  acreage  had  increased  by  more  than 
half  and  the  amount  of  invested  capital  by  perhaps  half.  The  output  of 
grain,  newsprint,  and  electricity  had  more  than  doubled,  that  of  minerals, 
automobiles,  iron  and  steel  had  risen  two-thirds  or  more.  Industrial  produc- 
tion and  what  the  statisticians  call  “gross  national  product,”  and  “net 
national  income”  were  all  up  by  half. 
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1929-1952 


and  a New  Advance 


In  such  buoyant  times  those  who  felt  boastfully  inclined  could  point  out 
that  Canada  supplied  half  the  world  exports  of  wheat  and  two-thirds  those 
of  newsprint;  that  she  led  the  world  in  asbestos  production,  supplied  it  with 
four-fifths  of  its  nickel,  was  climbing  to  second  place  in  the  output  of  gold, 
cobalt,  and  zinc,  stood  third  in  copper  production  and  fourth  in  that  of  lead 
and  silver,  ranked  fifth  among  the  foreign  trading  nations  of  the  world,  but 
was  near  second  place  in  the  amount  of  external  trade  per  head  of  the 
population.  It  therefore  seemed  perfectly  safe  to  behave  as  the  larger  and 
even  more  prosperous  country  next  door  was  doing:  to  amalgamate  firms 
in  giant  companies,  establish  holding  corporations,  and  increase  the  quan- 
tity of  stocks  available  for  sale.  The  stock  market  booms  in  Montreal  and 
Toronto  were  almost  as  hectic  as  was  that  in  New  York,  and  Toronto  was 
especially  active  in  the  exchange  of  mining  stocks. 

Depression  punctured  the  price  of  Canadian  securities.  More  serious,  it 
probed  for  other  vulnerable  spots  in  the  economy  and  found  at  least  four 
of  them.  (1)  The  country  drew  a third  of  its  income  from  exports.  It 
therefore  suffered  serious  loss  as  the  combined  price  index  number  of  seven- 
teen major  export  commodities  dropped  from  100  in  1929  to  47  in  late  1932, 
and  the  index  for  farm  produce  from  100  to  30.  ( 2 ) Higher  tariffs,  quotas, 
and  other  hostile  devices  helped  to  cut  down  the  foreign  purchases  of 
Canadian  goods.  Some  continental  European  governments  virtually  pro- 
hibited the  import  of  wheat.  Spain,  Portugal,  and  Italy  shut  out  dried  cod, 
thereby  adding  to  the  distress  of  the  Maritimes  and  Newfoundland.  The 
United  States  tariff  closed  the  door  against  Canadian  cattle,  potatoes, 
copper,  and  lumber.  ( 3 ) The  paralysis  of  investment,  the  consequent  stop- 
page of  building,  and  the  collapse  of  the  consumers’  durable  goods  market, 
as  people  gave  up  buying  cars,  radios,  refrigerators,  etc.,  all  slashed  the 
demand  for  metals  and  lumber.  The  output  of  automobiles  fell  to  one- 
quarter  of  the  figure  for  1928-29.  The  shrinking  size  and  circulation  of 
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American  newspapers  reduced  the  need  for  newsprint  by  a third. 

The  combined  effect  of  these  three  blows  and  of  the  poor  prairie  harvests 
was  a fall  in  the  value  of  exports  from  $1,340,000,000  in  1928  to  $490,000,000 
in  1932— almost  two-thirds.  Imports  fell  by  about  the  same  fraction,  employ- 
ment by  a third,  industrial  production  and  the  national  income  by  about 
half.  But  one  figure  did  not  fall— the  interest  charges  on  government  or 
corporation  bonds  and  on  farmers’  mortgages.  Profits  might  shrink  or 
vanish,  prices  drop  below  cost  of  production,  and  trains  run  almost  empty; 
but  the  bondholders  and  farm  creditors  must  receive  their  annual  interest 
payments,  even  though  it  took  three  or  more  bushels  of  wheat  to  pay  what 
one  bushel  had  paid  in  happier  days. 

This  obligation  to  carry  heavy  fixed  interest  charges  was  the  fourth 
vulnerable  spot  in  the  economy.  Many  bondholders  lived  abroad  and  their 
interest  had  to  be  paid  out  of  the  shrunken  export  earnings.  Much  of  the 
debt  had  been  incurred,  or  been  shouldered,  by  the  government;  and 
governments  which  value  their  reputation  do  not  default  on  their  debts.  In 
the  case  of  the  farmer,  however,  the  creditor  had  to  recognize  that  it  would 
avail  him  little  to  seize  the  debtor’s  farm,  since  he  would  have  to  run  it  at 
a loss  or  let  it  lie  idle.  With  government  aid  and  pressure,  the  farmer 
therefore  did  receive  some  relief.  Payment  of  his  debts  was  suspended,  his 
arrears  of  taxes  were  cancelled,  and  he  was  helped  to  come  to  easier  terms 
with  his  creditor.  Meanwhile  there  was  some  relief  of  unemployed  or  under- 
employed wage-earners.  In  each  case  part  of  the  burden  had  to  be  borne 
by  the  Dominion  government.  The  municipalities,  counties,  and  provinces 
were  all  impoverished  by  the  shrinkage  of  their  revenue.  Ottawa  therefore 
had  to  give  a helping  hand,  though  its  own  revenue  fell  almost  a third  in 
the  darkest  days. 

Apart  from  such  relief  measures,  the  only  steps  taken  by  the  central 
government  were  an  attempt  to  reduce  imports  by  drastically  increasing 
the  tariff  and  an  effort  to  increase  exports  by  waging  a vigorous  campaign 
for  more  imperial  preference.  Now  that  Britain  had  gone  protectionist,  the 
dominions  pressed  her  hard  at  the  Ottawa  Conference  in  1932  for  substan- 
tial preference  in  her  ports,  and  gave  her  a little  more  in  return,  though 
they  did  it  by  raising  the  import  duties  on  foreign  wares  rather  than  by 
lowering  those  on  British  goods.  Canadians  may  have  bought  more 
domestic  products  and  fewer  imported  ones  because  of  the  higher  tariff,  and 
there  was  a noticeable  increase  of  Canadian  trade  with  Britain  as  well  as 
with  other  dominions.  But  such  remedies  did  not  go  to  the  root  of  the 
trouble,  and  therefore  could  do  little  to  cure  it. 
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Banking  Reform.  Canada  was  spared  one  disaster  that  grievously  hurt  her 
neighbour.  While  the  United  States  lost  half  of  its  banks  no  Canadian  bank 
had  to  close  its  doors.  Perhaps  this  was  due  to  the  fact  that  Canadian 
banking  law  made  it  more  difficult  to  establish  a bank,  regulated  bank 
practice  more  wisely,  yet  gave  the  banks  more  elbow  room  where  it  was 
needed  than  was  the  case  in  the  United  States.  Perhaps  it  was  due  to  the 
fact  that  while  the  United  States  had  tens  of  thousands  of  banks,  Canada 
had  only  nine,  with  about  3,000  branches  scattered  over  the  whole  country. 
They  could  diversify  their  assets  and  loans  instead  of  having  them  all  in 
one  area  or  occupation.  They  could  build  up  large  reserves,  employ  compe- 
tent managers,  and  cooperate  on  matters  of  common  interest.  They  were 
allowed  to  issue  notes  subject  to  regulations  which  were  not  so  rigid  as 
those  in  the  United  States;  and  the  Department  of  Finance  could  also  issue 
notes  and  lend  them  to  the  banks  under  rules  which  made  the  supply  of 
credit  fairly  flexible. 

In  the  difficult  days  there  was  a feeling  that  Canadian  banking  would  be 
strengthened  by  the  establishment  of  a central  bank,  such  as  virtually  every 
other  country  had  by  now.  The  need  became  greater  when  the  abandon- 
ment of  the  gold  standard  by  Britain  and  other  countries  in  1931  upset  the 
exchange  rates.  For  example,  the  pound  sterling  dropped  in  value  from 
$4.87  to  about  $3.20  at  one  time,  then  recovered  fully  when  the  United 
States  devalued  its  dollar  by  40  per  cent.  Canada  found  herself  in  a difficult 
situation.  Should  she  let  her  dollar  decline  or  rise  with  sterling,  or  try  to 
keep  it  pegged  to  the  American  dollar?  There  was  much  to  be  said  for 
and  against  each  policy;  and  there  was  need  for  some  “managing”  of  the 
currency  and  exchange  rates. 

The  Bank  of  Canada  Act  of  1934  provided  the  country  with  a central 
bank.  The  Bank’s  job  was  set  forth  in  the  preamble  to  the  law:— 

Whereas  it  is  desirable  to  establish  a central  bank  in  Canada  to  regulate  credit  and 
currency  in  the  best  interests  of  the  economic  life  of  the  nation,  to  control  and  protect 
the  external  value  of  the  national  monetary  unit,  and  to  mitigate  by  its  influence  fluctua- 
tions in  the  general  level  of  production,  trade,  prices,  and  employment,  so  far  as  may  be 
possible  within  the  scope  of  monetary  action,  and  generally  to  promote  the  economic  and 
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Originally  the  Bank  was  to  be  privately  owned,  but  it  soon  became 
government  property.  It  was  to  serve  as  banker  for  the  government  and 
handle  the  national  debt.  It  was  to  take  over  the  note  issue  from  the 
banks  and  the  Department  of  Finance.  The  former  were  to  hand  over  their 
gold  holdings  as  well  as  a fraction  of  their  deposits,  in  order  to  create  a 
strong  central  reserve.  The  Bank  would  then  issue  notes,  but  must  keep  a 
gold  reserve  of  at  least  25  per  cent  of  its  notes  and  of  the  banks’  deposits, 
unless  the  government  freed  it  from  this  restraint  in  time  of  emergency.  It 
was  to  make  loans  to  the  banks  on  the  security  of  government  bonds  or  of 
approved  “commercial  paper.”  In  its  general  policy  it  was  to  aim  at 
stimulating  business  when  things  were  dull  but  to  apply  the  brake  when 
the  pace  threatened  to  become  too  fast. 

Recovery.  The  Bank  began  its  work  in  early  1935.  By  that  time  recovery 
from  the  worst  of  the  depression  had  become  marked,  but  recovery  of  the 
levels  of  1929  was  still  far  away.  The  American  increase  in  the  price  of 
gold  from  $20  to  $35  an  ounce  gave  a powerful  stimulus  to  the  only  industry 
that  had  prospered  during  the  lean  years,  and  by  1939  the  output  of  gold 
was  worth  three  times  that  of  1931.  The  other  metals  regained  much  of 
their  market  at  rising  prices,  and  by  1937  the  total  value  of  minerals  pro- 
duced was  more  than  twice  that  of  the  bad  year  1932.  The  pulp  and  paper 
industry  was  for  a long  time  so  heavy-laden  with  excess  plant  capacity, 
and  some  of  the  paper-making  towns  were  so  threatened  with  a complete 
shut-down,  that  in  1935  the  governments  of  Ontario  and  Quebec  had  to 
step  in.  They  imposed  a system  of  sharing  orders  out  among  all  the 
firms,  thus  keeping  them  working  part-time  until  demand  quickened  during 
1936-37. 

The  prairies  were  much  slower  in  emerging  from  gloom,  since  better 
prices  gave  cold  comfort  to  farmers  whose  crops  were  ruined  by  drought, 
rust,  hail,  frost,  or  grasshoppers.  Then  when  these  plagues  departed  and 
production  recovered,  a record  world  wheat  crop  in  1938  cast  the  price 
down  from  $1.49  a bushel  in  the  spring  to  59  cents  in  the  late  fall. 

Though  most  prices  moved  upward  in  and  after  1933,  they  were  in  1939 
still  much  nearer  their  low  point  than  their  1929  level.  The  same  was  true 
of  employment,  payrolls,  and  the  price  of  stocks.  The  iron  and  steel 
industry,  like  other  capital  goods  industries,  was  working  at  only  half  its 
capacity.  Twelve  per  cent  of  the  industrial  workers  were  unemployed, 
many  of  the  remainder  were  working  short-time,  and  nearly  a million  people 
were  on  direct  relief.  The  value  of  foreign  trade,  which  had  dropped  nearly 
two-thirds,  regained  only  half  of  that  loss  by  1939.  It  was  therefore  an 
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under-employed  Canada— with  much  unemployed  land,  labour,  and  capital 
—on  which  war  descended  in  September,  1939. 

The  basic  economic  problems  of  the  war  were  ( 1 ) how  to  produce  the 
goods  and  services  needed  for  waging  war;  (2)  how  to  pay  for  them;  and 
(3)  how  to  supply  the  day-to-day  needs  of  the  civilian 
War  population.  In  World  War  I Canada’s  chief  contributions 

Economics  had  been  foods,  raw  materials,  and  a relatively  small  amount 

of  munitions.  This  time  the  primary  products  were  impor- 
tant, but  the  novel  feature  was  the  far  greater  supply  of  implements  of  war. 
The  Food  Supply.  The  world  wheat  market  had  been  glutted  in  1938  and 
Canada  had  a bumper  crop  in  1939.  It  was  expected  that  war  would 
relieve  the  situation  as  it  had  done  in  1914-18,  that  prices  and  demand 
would  rise  high,  bringing  prosperity  back  at  last  to  the  prairies.  Farmers 
therefore  planted  2,000,000  more  acres  in  1940  than  in  1939,  hoping  for  an 
even  bigger  crop.  They  were  not  disappointed  in  the  harvest,  for  that  of 
1940  was  the  second  largest  in  Canadian  history.  But  even  as  they  put  the 
seed  into  the  ground  the  Nazi  blitz  began  to  sweep  over  western  Europe, 
and  before  the  grain  sprouts  had  appeared  above  the  ground  Hitler  had 
captured  countries  which  in  1938-39  bought  about  a third  of  Canada’s 
wheat  exports. 

To  the  prairie  farmer  this  was  indeed  sheer  disaster.  His  only  remaining 
large  market  was  Britain;  but  she  had  stocked  up  on  grain,  was  rigidly 
rationing  her  consumption,  buying  only  what  was  absolutely  necessary, 
and  seeking  other  kinds  of  food  imports,  such  as  meat,  bacon,  butter,  dried 
milk,  cheese  and  eggs.  She  had  killed  off  her  hogs  and  hens  because  she 
could  not  spare  ships  or  dollars  to  import  feed  for  these  greedy  animals. 
She  had  been  cut  off  from  the  supplies  of  dairy  produce  normally  bought 
in  Denmark  and  Holland,  while  Australia  and  New  Zealand  were  too  far 
away  to  be  drawn  on  in  war-time. 

The  food  situation  was  therefore  topsy-turvy.  Canada  was  glutted  with 
grain  which  she  could  not  sell,  but  had  little  to  spare  of  the  things  Britain 
wanted.  To  redress  the  balance  in  production  was  no  quick  or  easy  task. 
For  four  years  the  Canadian  government  tried  to  get  farmers  to  reduce  their 
wheat  acreage.  It  urged  them  to  do  so,  and  paid  them  a bonus  of  $4.50 
for  every  acre  they  left  fallow  or  of  $2  for  every  acre  they  switched  over 
to  coarse  feed  grains.  Yet  every  summer  the  wheat  left  over  from  preceding 
harvests  almost  filled  the  elevators,  the  additional  bins  that  were  erected, 
and  any  kind  of  storage  space  on  the  farms.  There  was  little  room  available 
for  the  new  crop— especially  that  of  1942,  which  was  a record  in  size.  At 
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one  time  the  amount  of  wheat  in  storage  was  equal  to  two  average  harvests. 
So  the  situation  got  more  and  more  out  of  hand,  and  in  1943  the  government 
had  to  take  eontrol.  It  suspended  trading  on  the  Winnipeg  exchange,  made 
the  Wheat  Board  the  sole  buyer  and  seller,  and  guaranteed  farmers  a 
minimum  price  of  $1.25  for  the  next  two  years.  Yet  there  was  no  hope  of 
reducing  the  “carryover”  of  grain  till  peace  came. 

While  battling  to  reduce  the  output  of  wheat,  Ottawa  strove  to  build 
up  the  supply  of  those  animal  products  which  the  British  were  eager  to 
procure.  London  offered  to  take  large  fixed  quantities  of  them  at  agreed 
prices  for  as  much  as  a year  ahead.  It  was  up  to  the  Canadian  government, 
which  made  these  “forward  price  contracts,”  to  encourage  farmers  to  pro- 
duce what  was  needed.  Farmers  in  central  and  eastern  Canada  were  already 
producing  them  to  near  the  limit  of  their  capacity.  They  might  be  able  to 
expand  their  output  a little  more,  but  any  great  increase  in  supply  would 
have  to  come  from  the  spread  of  mixed  farming  on  the  prairies. 

The  response  was  very  satisfactory.  Between  1940  and  1943  the  wheat 
acreage  was  reduced  by  two-fifths,  the  area  under  coarse  grains  rose  two- 
thirds,  the  hog  population  multiplied,  especially  in  Alberta,  and  in  1942 
that  province  had  more  pigs  than  did  Ontario.  The  prairie  farmers’  income 
from  livestock  increased  450  per  cent  and  accounted  for  nearly  a third  of 
what  they  earned  in  1944.  For  the  whole  Dominion  the  figures  recorded 
great  expansion  in  the  supply  and  export  of  the  desired  animal  products. 
The  export  of  bacon  rose  250  per  cent,  that  of  eggs  increased  twentyfold, 
that  of  beef  nearly  as  much,  and  there  were  smaller  but  useful  increases 
in  the  exports  of  cheese  and  butter.  This  was  a creditable  performance, 
especially  when  we  remember  that  caring  for  animals  takes  more  labour 
and  needs  it  all  the  year  round,  yet  the  male  farm  labour  force  declined  by 
a quarter  during  the  war  years.  Farmers  worked  harder,  used  their  labour 
more  effectively,  drew  on  part-time  workers  in  summer,  and  relied  more 
on  machinery  wherever  they  could  use  it. 

Making  Munitions.  Canada’s  industrial  plant  was  much  more  mature  in 

1939  than  in  1914.  But  it  was  working  far  below  capacity,  and  there  was 
a scarcity  of  certain  kinds  of  skill  because  the  opportunities  since  1929  had 
not  been  sufficiently  strong  to  induce  youths  to  enter  on  a long  ill-paid 
period  of  apprenticeship.  The  demand  for  munitions  mounted  in  volume 
and  urgency  when  the  blitz  swept  over  western  Europe  in  the  spring  of 

1940  and  threatened  to  roll  over  Britain  as  well.  From  that  time  onward 
the  industrial  pace  quickened  month  by  month.  The  number  of  people 
working  in  manufacturing  plants  rose  nearly  three-quarters  during  the  war 
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period;  the  output  doubled,  that  of  steel  more  than  doubled,  and  the  con- 
sumption of  electricity  was  half  as  large  again  in  1944  as  in  1939.  Ship- 
building and  the  making  of  aircraft,  explosives,  and  ammunition  boomed. 
Paying  the  Price.  One  of  the  things  most  people  remembered  about  World 
War  1 was  the  way  consumers  were  worried  by  the  rising  cost  of  living, 
then  the  distress  suffered  by  producers  when  prices  fell  back  in  1920.  Steps 
were  taken  in  every  country  in  the  hope  of  preventing  this  from  happening 
again.  Even  before  she  entered  the  war,  Canada  set  up  the  War  Prices  and 
Trade  Board.  At  first  there  was  little  for  it  to  do,  because  prices  behaved 
surprisingly  well;  in  fact,  those  of  wheat,  apples,  canned  goods,  and  other 
commodities  which  lost  their  overseas  markets  or  could  not  reach  them  for 
lack  of  ships,  actually  dropped.  There  was  no  shortage  of  materials  or  food 
until  early  1941. 

Then  the  dreaded  increase  in  prices  began,  the  cost  of  living  climbed 
quickly,  and  something  had  to  be  done.  Of  the  various  possible  policies, 
the  government  chose  the  one  that  seemed  most  simple,  fair,  speedy,  and 
enforceable.  It  picked  a period  of  four  weeks  in  September-October,  1941, 
and  pegged  (or  “froze”)  the  prices  of  all  goods  and  services,  including 
wages  and  salaries,  at  the  level  of  that  period.  This  was  indeed  a drastic 
action,  and  many  difficulties  had  to  be  faced  in  carrying  it  through.  For 
instance,  prices  of  imported  goods  could  not  be  controlled,  so  the  govern- 
ment paid  the  difference  between  the  pegged  and  import  prices  out  of  its 
own  pocket— and  cut  down  the  amount  of  such  imports  to  the  lowest  pos- 
sible point.  Wherever  costs  of  production  did  rise  it  seemed  unfair  to  keep 
prices  down;  yet  it  would  have  been  dangerous  not  to  “hold  the  line,”  so 
a subsidy  was  given  when  there  was  a good  case  for  it,  instead  of  letting 
the  price  go  up. 

By  this  policy  the  cost  of  living  index  number  was  kept  within  close 
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bounds,  and  was  only  8 per  cent  higher  at  the  end  of  the  war  than  when 
the  freeze  took  place.  The  control  was  accompanied  by  various  measures 
taken  to  hold  down  demand  and  to  prevent  people  from  spending  all  they 
earned.  Heavy  income  taxes  reduced  their  purchasing  power,  rationing 
limited  the  amount  of  some  goods  they  could  buy,  imported  commodities 
were  scarce  or  unavailable,  and  citizens  were  urged  to  save  rather  than 
spend  their  money,  by  buying  war  bonds. 

Perhaps  the  largest  buyer  to  benefit  from  the  wages  and  prices  controls 
was  the  government  itself.  Its  spending  and  collecting  during  the  war 
years  ran  to  the  following  round  figures: 


War  expenses 
Non-war  expenses 

Total  expenditure 


$19,000,000,000 

5,000,000,000 

$24,000,000,000 


Tax  receipts 
Other  receipts 

Total  receipts 
Total  deficit 


$11,500,000,000 

2,000,000,000 

$13,500,000,000 

$10,500,000,000 


Nearly  half  the  expenditure  was  met  out  of  taxation.  This  was  in  strong 
contrast  to  the  policy  during  World  War  I,  when  virtually  all  the  cost 
was  met  by  borrowing,  mostly  abroad.  Yet  there  remained  a wide  gap 
between  taxes  and  expenses.  Borrowing  bridged  it,  and  met  other  abnormal 
expenditures  as  well.  The  national  debt  was  thereby  increased  by  about 
$15,000,000,000,  or  more  than  $1,000  per  head  of  population.  Almost  the 
whole  sum  was  borrowed  in  Canada.  The  general  public  bought  about 
nine-tenths  of  the  bonds  and  the  banks  the  remainder. , 

There  was  another  large  buyer  in  the  market— the  British  government. 
Its  purchases  during  the  war  years  amounted  to  $5,000,000,000,  a sum  far 
above  what  Britons  had  bought  in  peace  years.  But  British  sales  to  Canada, 
which  formerly  had  been  worth  a half  to  a third  of  the  purchases,  fell  to 
a sixth,  for  lack  of  goods  to  export.  Britain  could  not  close  this  gap  with 
invisible  exports,  sales  of  Canadian  securities,  shipment  of  gold,  and  supplies 
of  goods  or  services  to  Canadian  armies  in  Britain.  Canada  therefore  made 
a billion  dollar  loan  to  Britain  (1942),  then  participated  in  the  inter-allied 
Mutual  Aid  plans— the  all-round  Lend  Lease— to  which  her  contributions  in 
1944-46  were  over  $2,500,000,000.  Thanks  to  such  arrangements,  Canadian 
commodities  continued  to  flow  to  Britain  unhindered  except  by  submarines. 

With  the  other  great  customer,  the  United  States,  an  agreement  was 
reached  in  August,  1940,  for  Canada  and  America  to  cooperate  in  defence 
plans;  then,  in  April,  1941,  to  cooperate  in  producing  munitions.  Joint  com- 
mittees were  set  up,  and  when  America  entered  the  war  their  task  became 
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one  of  urgent  importance.  Each  country  produced  what  it  was  best  equip- 
ped to  make;  some  essential  war  materials  flowed  across  the  border  almost 
as  if  it  was  not  there;  trade  between  the  two  countries  grew  fourfold. 

War-time  Canada  thus  played  its  normal  role  as  great  exporter  of  staple 
foods  and  materials,  but  in  addition  supplied  considerable  amounts  of 
munitions  as  well.  The  total  value  of  its  exports  to  all  available  markets 
in  1944  was  four  times  that  of  1938,  but  the  imports  had  little  more  than 
doubled.  Twice  as  much  went  out  as  came  in;  the  surplus  of  commodity 
exports  in  that  year  was  equal  to  the  combined  surpluses  of  all  the  years 
in  the  prosperous  ’twenties. 

From  War  to  Peace.  Once  the  tide  of  battle  turned  against  the  enemy, 
Canadians  began  to  wonder  about  the  shape  of  things  to  come.  Would 
peace  bring  a return  to  the  low  production,  low  employment,  and  low 
prices  of  the  ’thirties?  That  would  never  do,  and  the  government  must  not 
permit  such  a calamity.  Instead  it  must,  as  a “major  aim  of  government 
policy,”  prepare  such  plans  as  would  maintain  “a  high  and  stable  level  of 
employment  and  income,  and  thereby  higher  standards  of  living.” 

There  were  several  pieces  of  government  machinery  and  policies  now 
on  hand  which  might  help  to  realize  this  attractive  aim.  The  Bank  of 
Canada  had  learned  much  about  the  control  of  credit  in  its  first  ten  years’ 
work;  the  Wheat  Board  was  now  an  experienced  operator;  and  the  Agri- 
cultural Prices  Support  Act  of  1944  was  intended  to  do  what  its  name 
suggested.  In  1941  an  unemployment  insurance  system  had  been  intro- 
duced which  would  provide  unemployed  workers  with  something  better 
than  the  relief  given  them  in  pre-war  days.  A “family  allowance”  system 
had  been  established  (1944)  to  supplement  the  wages  of  families  with 
children,  and  plans  were  afoot  for  better  health  facilities,  housing  programs, 
and  more  generous  old  age  pensions.  Labour  unions  had  doubled  their 
membership  since  1938,  and  collective  bargaining  between  them  and 
employers  was  now  favoured,  or  even  made  compulsory.  The  Dominion 
government  had  taken  part  in  international  conferences  which  set  up 
organizations  that  would  cope  with  post-war  problems  of  relief  and  re- 
habilitation, help  to  bind  up  the  nations’  wounds,  and  make  the  world  more 
stable,  safe,  and  prosperous.  In  short,  all  sorts  of  steps  had  been  taken 
which  would  enable  Canada  to  be  ready  for  the  worst  but  to  work  for  the 
best. 

When  peace  came  the  fear  of  serious  depression  and  dislocation  at  home 
proved  unfounded.  Though  the  demand  for  war  goods  largely  vanished, 
and  that  for  metals  declined,  other  demands  were  so  vast  that  the  orders 
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swamped  virtually  every  kind  of  producer.  In  Canada,  as  in  the  United 
States,  the  war  boom  was  therefore  followed  by  a peace  boom,  and  for 
much  the  same  reasons.  ( 1 ) There  was  a tidal  wave  of  capital  investment 
in  new  factories,  stores,  machines,  and  houses,  or  in  replacing  equipment, 
modernizing  shops,  and  so  forth.  (2)  Consumers  used  their  war-time 
savings  to  buy  consumers’  durable  goods— cars,  refrigerators,  washing 
machines,  stoves,  furniture,  and  the  like— which  had  not  been  produced 
since  1940.  In  addition  they  lived  better,  dressed  better,  ate  better,  and 
had  more  money  to  spend  on  holidays  or  entertainment.  ( 3 ) Exports  dipped 
a little  when  the  fighting  ended,  but  quickly  resumed  their  upward  trend. 
The  war-stricken  countries  needed  the  food,  lumber,  and  metals  Canada 
had  to  spare,  and  the  mountain  of  stored  grain  had  vanished  by  mid-1946. 
Uninterrupted  prosperity  in  the  United  States  meant  greater  demands  for 
almost  everything  Canadian  except  wheat,  and  in  return  Canada  was  hungry 
for  the  things  America  once  more  had  to  sell.  (4)  The  rearmament  pro- 
gramme raised  the  amount  appropriate  for  defence  from  $400,000,000  in 
1950-51  to  five  tirhes  that  figure  in  1951-52. 


Wholesale  Prices 
and 

Cost  of  Living, 
1914-52. 


Under  the  pressure  of  these  many  demands,  most  Canadian  index  numbers 
of  production  and  trade  have  gone  up  from  1946  to  the  time  this  chapter  is 
being  printed  in  mid-1952.  The  “high  and  stable  level  of  employment  and 
income”  went  higher  without  any  need  for  direct  planned  effort  on  the 
government’s  part;  but  when  rearmament  began,  the  government  feared 
that  the  new  military  demands  on  top  of  the  civilian  purchases  would  create 
a scarcity  of  labour  and  materials,  with  consequent  over-high  prices  for 
everything,  and  therefore  took  some  steps  to  restrain  civilian  buying. 
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This  period  of  post-war  prosperity  and  expansion  was  marked  by  great 
advances  on  old  lines  and  also  by  giant  strides  on  some  new  ones.  Enormous 
investments  of  capital  were  made  in  plant  in  order  to  increase  the  output  of 
electricity,  iron  ore,  steel,  non-ferrous  metals,  lumber,  and  chemicals,  as  well 
as  of  articles  manufactured  from  these  materials.  The  more  spectacular 
investments  included  a railroad  through  the  wilds  to  tap  the  ore  of  Labrador, 
a giant  hydro  project  for  making  aluminium  in  British  Columbia,  energetic 
work  on  the  Trans-Canada  Highway  and  on  the  subway  in  Toronto.  Less 
news-worthy  but  highly  important  were  the  first  fivefold  increase  in  the 
number  of  combines  on  the  prairie  grainfields  between  1941  and  1951,  and 
the  great  advance  in  industrial  chemistry  in  part  due  to  developments  during 
World  War  II,  which  allowed  synthetic  rubber,  plastics,  and  nylon  to  be 
made  in  Canada. 

Yet  all  these  were  less  exciting  than  the  results  of  the  discovery  of  a rich 
oil  field  at  Leduc  in  Alberta  in  early  1947.  The  older  field  in  the  Turner 
Valley,  found  in  1914,  had  never  been  very  productive  and  by  the  ’forties 
was  declining  in  yield.  The  new  one  lived  up  to  its  promise  of  being  vastly 
richer,  as  did  others  which  were  discovered  soon  afterwards;  and  natural 
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gas  was  found  in  great  quantity  in  the  oil  regions.  A pipe  line  was  com- 
pleted in  late  1950  to  flow  the  oil  from  Alberta  to  Superior,  Wisconsin,  at 
the  head  of  the  Great  Lakes,  where  tank  steamers  took  it  aboard  for  carriage 
to  refineries  at  Sarnia,  Ontario,  and  so  made  western  oil  and  gasoline  avail- 
able to  mid-Canadian  consumers.  Another  pipe  line  was  planned  to  supply 
British  Columbia;  refineries  at  the  chief  prairie  cities  served  the  market  in 
those  provinces;  and  optimists  foresaw  large  sales  to  the  northern  states 
across  the  border.  Thus,  with  production  mounting  as  new  wells,  refineries, 
and  transportation  facilities  became  available,  the  Canadian  oil  industry 
jumped  into  prominence  almost  overnight  — or  over-year.  In  1948  it  sup- 
plied only  one-eighth  of  the  country’s  requirements;  by  1951  the  fraction 
had  risen  to  nearly  two-fifths  and  promised  to  go  much  higher. 

Perhaps  this  mid-century  advance  of  the  Canadian  economy  will  prove 
comparable  to  those  which  came  after  1900  with  the  settlement  of  the 
prairies  and  during  the  1920’s  with  the  attack  on  the  Laurentian  Shield.  It 
has  been  financed  chiefly  by  Canadian  and  American  capital,  since  the 
British  have  had  no  spare  funds  since  World  War  II.  American  investors 
were  very  timid  both  at  home  and  abroad  during  the  depressed  early 
’thirties;  but  by  1940  their  courage  was  reviving,  so  that  before  and  during 
the  war  they  once  more  sent  their  dollars  northward.  By  the  late  ’forties 
their  total  investment  in  Canada  was  estimated  at  about  $5,000,000,000.  Of 
this  sum  just  over  half  was  in  companies  controlled  from  offices  in  the 
United  States,  in  subsidiaries  of  holding  corporations,  or  in  branch  plants. 
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It  represented  37  per  cent  of  the  capital  invested  in  Canadian  industry.  It 
was  responsible  for  two-thirds  of  the  gasoline,  95  per  cent  of  the  auto- 
mobiles, and  60  per  cent  of  the  rubber  goods  made  in  Canada.  It  accounted 
for  over  a score  of  soft  drink  bottling  plants,  the  same  number  of  milk 
collecting  and  distributing  centres,  and  more  than  that  number  of  packing 
plants.  It  earned  for  American  stockholders  about  $275,000,000  in  interest 
and  dividends  each  year.  Since  this  estimate  was  made,  the  influx  of  Amer- 
ican capital  has  increased  greatly,  not  merely  into  oil,  metals,  and  paper, 
but  into  many  other  kinds  of  enterprise.  In  1952  buying  Canadian  stocks 
became  popular,  almost  fashionable,  in  the  United  States.  Yet  the  sum  total 
of  new  investment  was  almost  certainly  far  less  than  that  which  was  being 
contributed  from  Canadian  pockets. 

Of  the  climbing  index  numbers  the  most  obvious  was  the  price  figure. 
Canadian  prices  could  not  be  kept  pegged  indefinitely,  especially  when 
American  prices  got  out  of  hand  before  being  officially  decontrolled  in 
1946.  They  were  therefore  unpegged  in  instalments  through  1946-47  and 
quickly  rushed  up.  The  cost  of  living  index  number,  which  counted  1935- 
39  as  its  base  of  100,  had  been  kept  below  120  by  the  controllers.  It  rose 
to  154  by  1948,  to  160  in  1949,  to  170  in  1950  and  passed  190  in  1951.  Since 
the  other  price  indexes  also  mounted  during  the  period,  the  figures  which 
record  the  rising  value  of  production,  trade,  and  the  like  are  less  impressive 
than  they  look.  Yet  when  they  have  been  corrected  to  take  account  of 
higher  prices,  they  still  reveal  an  average  improvement  of  perhaps  as  much 
as  50  per  cent  between  1939  and  1950  in  the  living  standards  of  the 
Canadian  people. 

Post-war  Canada  continued  to  depend  on  foreign  trade  for  a large  slice 
of  its  income— perhaps  the  fraction  was  still  one-third.  But  the  transition 
of  trade  from  war  to  peace  was  not  as  easy  as  was  that  of  production.  While 
the  export  possibilities  were  almost  limitless  because  of  the  demand  for 
Canadian  staples,  the  import  side  was  crippled  because  everybody  except 
the  Americans  lacked  goods  with  which  they  could  pay  for  what  they  would 
like  to  buy.  This  was  especially  true  of  the  British,  who  had  turned  their 
industrial  and  shipbuilding  plants  entirely  over  to  war  work  and  let  their 
export  industries  almost  die.  Now  they  must  import  the  food  and  raw 
materials  they  needed,  but  it  would  be  some  time  before  they  had  many 
goods  to  spare  for  export.  Hence  there  were  bound  to  be  difficulties,  mis- 
calculations, and  disappointments  when  things  did  not  work  out  as  pleas- 
antly or  as  quickly  as  had  been  anticipated. 

One  disappointed  miscalculation  came  over  the  sale  of  wheat  to  Britain. 
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The  British  Labour  government  wished  to  continue  the  war-time  bulk  pur- 
chasing contract  schemes,  partly  because  they  seemed  socialistic,  and  partly 
because  the  country’s  shrunken  power  to  buy  abroad  had  to  be  rationed 
out  and  spent  on  what  seemed  most  essential.  If  Britons  had  been  free  to 
buy  abroad  whatever  they  wished,  so  many  of  the  available  dollars  might 
have  been  spent  on  luxuries  that  little  would  be  left  for  necessaries. 
Canadian  farmers— and  all  political  parties— were  also  eager  to  continue  the 
bulk  contract  selling,  especially  of  wheat.  They  anticipated  that  grain 
prices  would  soon  fall,  and  that  it  would  be  shrewd  business  to  get  a con- 
tract for  four  or  five  years  ahead  at  assured  good  prices. 

In  1946  Britain  agreed  to  take  600,000,000  bushels  of  wheat  during  the 
next  four  years;  the  price  for  the  first  two  years  was  fixed  at  $1.55,  that  for 
the  last  two  was  to  be  determined  in  good  time  before  the  crops  were  sown. 
Events  proved  that  the  British  were  the  shrewd  people.  The  world  price  of 
wheat  did  not  go  down;  it  was  far  above  the  initial  $1.55  or  the  later  $2 
which  was  paid  in  the  third  and  fourth  years.  Shorter  contracts  for  pur- 
chases of  animal  products  were  more  satisfactory  to  the  Canadian  producer. 

Contracts  did  not  pay  for  themselves  and  Britain  was  in  no  position 
immediately  after  the  war  to  resume  large-scale  visible  or  invisible  exports. 
In  1946  Canada  therefore  advanced  her  a credit  of  $1,250,000,000,  to  be 
spent  during  the  next  three  or  four  years  on  Canadian  produce.  A credit 
of  half  that  amount  was  divided  between  some  liberated  countries,  along 
with  China  and  Soviet  Russia.  Three-fourths  of  these  loans  had  been  spent 
by  the  end  of  1947,  the  rest  was  likely  soon  to  be  exhausted,  and  Europe’s 
ability  to  pay  its  way  was  still  far  from  being  re-established.  At  that  critical 
point  the  Marshall  Plan  (1948)  eased  the  situation.  Since  part  of  the 
Marshall  funds  could  be  spent  on  Canadian  produce,  the  day  was  postponed 
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when  Britain  and  western  Europe  would  be  able  to  buy  from  North 
America  only  what  they  could  pay  for. 

Lending  or  giving  money  to  buyers  helped  to  dispose  of  North  American 
staples  which  had  no  possible  market  except  on  the  other  side  of  the 
Atlantic.  But  this  one-sided  trade  provided  the  second  disappointment  to 
Canada.  It  did  not  fit  into  the  pattern  of  Canadian  commerce.  In  pre-war 
days  Canada  shipped  a surplus  of  goods  to  Britain,  then  converted  some  of 
the  pounds  she  received  for  them  into  American  dollars,  which  she  used  in 
paying  for  her  surplus  imports  from  the  United  States.  After  World  War 
II  Britain  and  the  countries  associated  with  her  in  the  “Sterling  Area”— so 
called  because  their  trade  and  currency  were  closely  linked  to  the  pound 
sterling— needed  all  the  dollars  they  could  lay  their  hands  on  in  order  to 
buy  goods  from  the  United  States.  Consequently  Canada  could  no  longer 
enjoy  freedom  to  convert  pounds  into  dollars  as  she  wished.  She  was  there- 
fore unable  to  pay  for  her  surplus  American  imports  in  the  old  way,  and 
in  1947  was  obliged  to  restrict  the  amount  and  kind  of  American  goods  her 
people  could  buy,  as  well  as  the  amount  of  money  they  could  take  with 
them  when  they  visited  the  United  States. 

By  1950  the  situation  had  improved  considerably.  The  British  were 
having  much  success  in  their  vigorous  efforts  to  build  up  exports  of  cars, 
crockery,  cloth,  etc.,  and  had  made  record  sales  in  the  Canadian  market. 
They  were  still  rigorously  rationing  imports,  including  Canadian  products. 
Consequently  Canada’s  sales  to  Britain  and  the  whole  Sterling  Area  were 
down,  while  her  purchases  therefrom  had  increased,  and  the  two  sides  of 
the  balance  of  payments  had  drawn  closer  to  being  equal.  This  develop- 
ment did  not  help  her  to  pay  for  her  surplus  imports  from  the  United  States. 


Assembling  British  Cars 
for  Export 


(British  car  production  in- 
creased from  about  220,000 
in  1946  to  520,000  in  1950. 
Four  cars  of  every  five  had  to 
be  exported.  About  150,000  of 
them  have  come  to  Canada.) 


Courtesy  Rootes  Motors  (Canada)  Limited. 
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Fortunately,  however,  the  United  States  became  a much  larger  buyer  of 
Canadian  goods,  a heavier  investor  in  Canadian  enterprises,  and  a more 
indefatigable  tourist.  More  dollars  flowed  north,  thus  helping  Canada  to 
pay  for  virtually  all  her  purchases  from  the  south.  By  1952  the  flow  became 
a flood;  in  fact,  so  many  U.S.  dollars  came  into  Canada  that  the  value  of 
each  of  them  fell  to  less  than  100  Canadian  cents. 

This  situation  is  so  different  from  Canada’s  normal  experience  in  the  past 
that  one  hesitates  to  finish  this  book  with  prophecies— unless  the  printer  will 
print  them  in  ink  that  will  fade  if  they  prove  to  be  wrong.  But  certain  basic 
facts  and  factors  are  likely  to  influence  Canada’s  future  development.  The 
Dominion  will  continue  to  play  a great  part  as  producer  and  exporter  of 
certain  staple  foods,  forest  products,  and  minerals.  Ten  of  these  accounted 
for  more  than  half  her  exports  in  1950.  The  addition  of  Newfoundland  as 
the  tenth  province  in  1949  does  not  change  the  situation,  since  Newfound- 
land’s economy  rests  on  fishing,  forestry,  and  mining. 

Perhaps  the  food  exports  will  not  be  so  important  as  in  the  past, 
because  of  Britain’s  expansion  of  agriculture  and  reduced  purchasing  power. 
Canada’s  growing  population  can  absorb  all  the  farm  products  except  the 
wheat,  and  it  may  be  that  new  foreign  grain  markets  will  become  important, 
for  example  in  India.  The  demand  for  forest  products  shows  little  sign  of 
abating;  Canadian  iron  ore  may  take  the  place  of  depleted  American  sup- 
plies; the  non-ferrous  metals  will  continue  to  be  greatly  needed,  whether 
men  find  peace  or  go  on  to  more  wars;  and  uranium  deposits  may  become 
an  important  new  natural  resource. 

Canada’s  economy  will  continue  to  be  influenced  by  the  character, 
policies,  and  needs  of  her  southern  neighbour,  with  whom  she  did  66  per 
cent  of  all  her  external  trade  in  1950.  Many  of  her  eggs  are  in  the  staple 
commodities  basket,  and  she  sells  most  of  those  eggs  in  one  market.  If  the 
United  States  moves  up  and  down  the  business  curve  as  violently  as  she 
did  in  the  past,  Canada’s  business  with  her  will  jump  or  fall  accordingly. 
A “recession”  which  came  in  1937-38  cut  Canadian  exports  to  the  United 
States  down  by  one-third,  while  those  to  other  countries  remained  virtually 
unaltered.  Already  the  development  of  the  Alberta  oilfields  is  reducing 
Canadian  dependence  on  the  United  States  at  one  very  important  point, 
since  crude  petroleum  ranks  second  on  the  list  of  Canadian  purchases  abroad 
and  in  1949  accounted  for  7 per  cent  of  all  imports. 

Finally,  Canada’s  position  in  the  world,  and  consequently  her  prospects, 
have  to  be  studied  on  a globe,  not  on  the  misleading  Mercator’s  Projection 
map.  She  lies  between  the  world’s  two  largest  powers.  She  shares  her 
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Photo  courtesy  Richard  Harrington. 
“Construction”  in  the  Far  North. 

The  Hudson’s  Bay  Company  store  at  Baker  Lake,  N.W.T. 

southern  boundary  with  one  of  them,  and  her  northern  boundary  looks 
remotely  out  toward  the  other.  This  location  makes  her  economic  and 
political  welfare  depend  on  the  relations  between  these  two  great  powers. 
These  relations  show  little  sign  of  becoming  friendly.  We  can  only  wait  and 
see  whether  the  sign  changes.  If  it  does  not,  the  work  we  do,  the  trade  we 
carry  on,  the  way  we  spend  our  income,  and  even  the  way  we  live  are  likely 
to  be  influenced  by  the  demands  of  cold  or  hot  war. 
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Hill,  Rowland,  penny  post,  122 
Holding  corporations,  149,  195,  196,  273 
Holland, 

commercial  decline,  68 
finance,  67,  68 
industries,  66-67,  105 
in  America,  66 
in  East  Indies,  66,  68 
trade,  60,  61,  65-68,  69-70,  98,  105 
Homestead  Act,  U.S.A.,  180 
Canadian,  234-35,  242 
Hudson  Bay,  71,  77,  81,  212,  229,  251,  253 
Hudson’s  Bay  Company,  76,  82,  229-34 


Industrial  Revolution,  99-107 
Industries  ( manufacturing ) , 

ancient,  12-13,  14-15,  19,  20-21,  24 
capital  goods  (heavy),  106-07,  166,  167, 
173,  184 

consumers’  goods,  106-07,  173,  184,  200, 
273 

early  modern,  67,  69-70,  72-73,  89-90 
medieval,  27,  30,  38-42 
organization  of,  39-42,  78-80,  126-28,  184, 
186 

regulation  of,  10-11,  53-54,  89-90 
Integrations,  138,  189,  196 
Inventions,  12-13,  55,  60,  74,  89,  97,  99-105, 
113,  175,  179,  184,  186 
Invisible  imports  and  exports,  156,  161, 
162-64,  268,  287-88 

Ireland,  98,  125,  145,  154,  174,  176,  205 


Iron  and  steel  industries,  13,  24,  30,  33,  43, 
74,  99,  102-03,  106-07,  188-89,  214, 
238,  257-59,  276,  279,  283 
Investment,  23,  52,  67,  76,  77,  79,  80-84, 
128-31,  155,  158,  165,  184-85,  199 
See  also  Capital,  Canada,  United  States 
Italy, 

banking,  51,  82,  85 
industries,  37,  38,  40,  106 
shipping,  31,  43,  68,  82 
trade,  30-31,  37,  43,  51-52,  56,  61,  72 

J amaica,  66,  76 

Japan,  66,  75,  76,  107,  145,  153 


.ogge,  46 


Labour, 

division  of,  4,  39-40,  138,  186,  189 
hours  of,  42,  55,  80,  199 
supply  of  in  New  World,  172,  186 
services,  32,  37 

See  also  Slavery,  Trade  unions.  Wage-earners, 
Wages 

Laissez  faire,  156-57,  168,  186 
Land  policies,  32,  34,  35,  96,  128,  180,  181, 
234-35  242 

Landlords,  15,  23,  32,  34,  35,  37,  63,  90,  96, 
128,  208 

Law,  commercial,  16,  23,  47,  48,  57,  70,  148 

Law,  John,  83 

Lend  Lease,  163,  200,  280 

Liability, 

limited,  81,  129,  219 
unlimited,  80-81 
Lisbon,  64,  66 

Liverpool,  78,  111,  116,  118,  140,  212 
Lloyd’s,  insurance,  156 

London,  46,  52,  54,  73,  76,  78,  79,  85,  86,  94, 
114,  118,  121,  123,  124 
Liibeck,  46,  54,  56 


Machinery,  67,  89,  99-104,  179,  181,  184, 
186,  189,  245,  257,  283 
Manitoba,  234,  236,  241,  287 
Manorial  system,  34-37,  208 
Marconi,  wireless  telegraph,  123 
Marketing, 

cooperative,  144-45,  247-49 
costs  of,  124,  144 
futures,  140-41 
grading,  139-40,  247,  248 
hedging,  141 

markets,  8-9,  30,  39-41,  47-48,  67,  78, 
137-45 


293 


Marketing  (Continued) 

of  industrial  products,  39-42,  78,  137-38, 
148-50,  184,  189-90,  200 
of  staple  commodities,  67,  138-41,  236, 
247-51,  278 
sampling,  140,  241 
See  also  Prices,  Stores,  Trade 
Maritime  provinces,  117,  174,  203,  204,  206-08, 
224,  227,  229,  239,  252,  262,  273 
Marshall  Plan,  163,  287 
Mass  production,  105,  186,  189-90,  200,  264, 
271 

Medici  family,  bankers,  51-52 
Mediterranean  area,  16-17 
ancient  economic  life,  17-25 
medieval  economic  life,  26-31,  38,  40,  46, 
50,  52,  56,  60 

Merchant  Adventurers’  Company,  74 
Mercantile  System,  Mercantilism,  64-65,  69-70, 
76,  88-93,  156-57 
Merchant, 

function  of,  7-8,  40,  137-38,  212-13 
as  manufacturer,  41,  78 
commission,  67-68,  137-38 
Metals, 

early  use  of,  13,  15,  16,  18 
production  of,  60,  74,  82,  102-03,  185, 
188-89,  258-59,  260,  262-64 
See  also  Gold,  Iron  and  Steel,  Nickel,  Silver, 
Tin 

Methuen  treaty,  92 

Migration,  17,  20,  25,  28,  32,  36,  37,  42,  59, 
67,  69-70,  71,  89,  116,  125,  154,  176, 
184,  203,  204,  205,  209,  234,  238,  240, 
241-43 

Minneapolis,  Minnesota,  140,  233,  235,  242, 
243,  244 
Money, 

functions  of,  9 

coins,  16,  21,  23,  27,  48,  83-84,  133-34, 
175,  218 

debasement,  depreciation,  24,  49,  83-84, 
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paper,’  50,  ’84-8^  132,  134,  197,  218,  219, 
276 

Monopoly,  11,  47,  54,  56,  57,  60,  75,  81,  132, 
146,  149 

Montreal,  71,  203,  212,  215,  218,  222,  223, 
227,  228,  229,  230,  273 
Morse,  Samuel,  telegraph,  122 
Moslem  Empire,  28-30,  43,  58,  60 
“Most  favoured  nation  treatment,”  158 

^NJational  Income,  190,  272,  273,  274 
Debt,  68,  69,  72,  86,  197,  199,  202,  221, 
237,  253,  274,  280 

Navigation  Laws,  64,  75,  90-91,  93,  158,  207, 
220 


New  Brunswick,  203,  206-07,  226 
Newcomen  engine,  101,  104 
New  England,  64,  76,  77,  121,  173,  222,  224 
Newfoundland,  62,  64,  70,  71,  76,  226,  258, 
273,  288 

New  Orleans,  140,  177 
New  World,  economics  of,  97,  125,  130, 
154-55,  170-73,  202-03 
New  York,  76,  116,  117,  118,  140,  167,  174, 
177,  178 

New  Zealand,  99,  121,  145,  154,  170,  171 
Nickel,  154,  263,  273 
North  West  Company,  230-32 
Nova  Scotia,  71,  118,  203,  204,  207-08,  226, 
238,  258-59,  262 


C3ccupations,  distribution  of,  2,  38-39, 
136-37,  190,  191,  256 
Oil  industry,  104,  120,  149,  187-88,  195, 
283-84 

Oil  fuel,  120,  187 

Ontario,  208-15,  216,  217,  219,  239,  243,  247, 
257,  258,  259,  261,  262,  263 
Ottawa  Conference  (1932),  161,  162,  274 


Panics,  166,  167,  197,  218,  237 

Paper-making,  30,  60,  260-62,  276 

Paris,  40,  52,  54,  94 

Partnerships,  16,  21,  52,  80,  128,  138 

Patent  law,  89 

Peddler,  28,  47,  143,  213 

Phoenicia,  18-19,  29 

Pie  Powder  Court,  48 

Piracy,  23,  46,  88 

Pittsburgh,  177,  188 
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size  of,  36,  42,  63,  64,  68,  72,  96,  99,  136, 
153,  170,  184,  203,  204,  206,  236,  238, 

240,  256 

urban-rural  distribution,  33,  98,  173,  190, 
256 

Portugal,  60-61,  63-64,  66,  70,  92 
Postal  service,  108,  115,  118,  217 
Potash,  174,  208,  210,  212,  219 
Pottery,  12,  13,  14,  21,  61 
Power,  use  of,  12,  42,  57,  80,  100-02,  110-12, 
113-15,  117-20 

See  also  Electricity,  Oil,  Steam  engine 
Preference,  Imperial,  91,  158,  160,  161,  192, 
204,  206,  238,  265,  266,  268,  274 
Prices,  8,  9,  63,  73,  90,  99,  110,  128,  134,  135, 
148,  153,  160,  167,  182,  213,  237,  238, 

241,  246-47,  248-51,  273,  276,  278-80, 
281,  285 

“just  price,”  47,  53 

market,  fluctuations  in,  140-41,  150 
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“price  revolutions,”  63,  201,  285 
regulation  of,  47-48,  53,  150,  199,  201, 
279-80 

Privateers,  88,  116,  193 
Productivity,  4,  36,  42,  80,  94,  95,  96-98,  99, 
127,  186,  245 

Protection,  policies  of,  10,  53,  57,  64-65, 
70,  89-93,  150,  154,  156,  158-64,  173, 
184-85,  220,  221,  222,  227,  237-38, 
258,  269,  271,  274 
Public  utilities,  11,  130,  149-50 
Putting-out  system,  41,  78,  127,  137,  174,  184 

Quebec,  117,  118,  203,  208-09,  212,  239, 

^ 259,  261-62,  263 
Quint,  62 


JVadio,  123 

Railroads,  8,  101,  110-13,  114,  178 
financing,  11,  111,  113,  129-31,  178,  227, 
235,  253 

land  grants  to,  180,  234,  235 
state  ownership  of,  11,  108,  113,  229,  252, 
254-55 

See  also  Canada,  United  States 
Red  River  Valley,  205,  229,  231,  233,  235,  244 
Regulation  of  enterprise, 
by  church,  10,  30,  47,  53 
by  governments,  10-11,  47-48,  53,  70,  75, 
88-93,  132,  135,  146,  150-51,  161,  182, 
186,  195,  197-98,  199,  219,  275-76, 
279-80 

by  guilds,  53-55,  70,  146 
Religion,  and  business  conduct,  10,  30,  47,  88 
income  of  medieval  church,  31-32,  33,  34 
monasteries  as  frontier  settlers,  36-37 
Reformation,  58,  59,  67 
temple  enterprises,  14,  15 
Restraint  of  trade,  148,  195-96 
Retail  craftsman,  39-40,  47,  51,  78,  184 
Retail  stores,  39,  47,  128,  136,  141-45,  213 
River  transportation,  14,  27,  31,  45-46,  66,  70, 
89,  96,  108-09,  110,  177,  178 
See  also  Canada,  St.  Lawrence  waterway 
Roads,  23,  45,  70,  87,  96,  110,  177,  212,  217, 
283 

Rochdale  Pioneers’  Cooperative  Society,  144 

Roman  Empire,  economic  life  in,  23-25 

Royal  William,  118 

Rubber,  130,  150-51,  154,  283 

Russia, 

agriculture,  96,  98,  99,  128,  224,  231 
Five  Year  Plans,  169 
industry,  107 
oil,  187 

transportation,  109,  112 


St.  Lawrence  waterway,  215,  216,  217, 

220,  222-23,  224,  227,  251,  254 
Salt,  31,  45,  69,  70,  174 
Saskatchewan,  243,  245,  248,  250-51 
Scandinavia,  33,  46 
Science, 

and  agriculture,  97,  239,  244-45 
and  industry,  60,  94,  99,  104-05,  263,  283 
Selkirk,  Lord,  205,  231 
Serfs,  35,  37 

Service  occupations,  3,  256 
Sherman  anti-trust  act,  195 
Siberia,  62,  107,  112,  170,  171 
Sidon,  18,  19 

Silver,  49,  62,  63,  91-92,  134,  181,  214,  262, 
263,  273 
Ships,  Shipping: 

ancient,  15,  17,  18,  19,  21,  24 
cargo,  46,  65,  66,  88,  119,  121,  206,  209 
clippers,  117,  124 
early  modern,  75,  88,  90-91 
freight  rates,  8,  46,  66,  75,  99,  124,  154 
improved  sailing,  115-117 
liners,  116,  120 
medieval,  43,  46 
motor  vessels,  120 
packets,  116,  118,  124 
refrigerated,  99,  121,  154,  239 
steam,  8,  101,  117-20,  177,  215-16,  222-23 
See  also  Canada,  England,  United  States 
Slavery,  9,  27,  30,  65,  66,  77,  82,  175,  179, 
182 

Smith,  Adam,  156-57 
Smuggling,  65,  75,  93,  204 
South  America,  63,  64,  66,  99,  107,  120,  150, 
165,  167,  170,  190 
South  Sea  Bubble,  83,  129 
Spain,  18,  19,  20,  21,  23,  24,  25,  28-30,  37, 
40,  64,  66,  69,  70,  75 
in  America,  62-63,  64-65,  82 
Specialization, 

of  labour,  4-6,  39-40,  138,  186,  189 
regional,  4-5,  14-15,  268 
Speculation,  82-83,  129,  130,  140-41,  167, 
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Spices,  15,  18,  24,  27,  29,  43,  60-61,  76 
Steam  engine,  101,  104,  117,  118,  119,  177, 
215-16,  222-23 

Stephenson,  George,  railroad  pioneer.  111 

Sterling  area,  287,  288 

Stock  exchanges,  67,  82-83,  167,  273 

Strip  system,  36,  95,  96 

Sugar,  62,  63,  67,  71,  80,  91,  98,  151,  174 


TTelegraph,  telephone,  122-23,  140,  149 
Tea,  61-62,  117 
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Three  field  system,  36,  95 
Tin,  18,  24,  43,  72,  103,  154,  192 
Tobacco,  62,  77,  91,  116,  148,  150,  174 
Tolls,  45-46,  87-88,  110,  177 
Tourist  traffic,  156,  271,  288 
Toronto,  143,  212,  218,  224,  273,  283 
Towns, 

location  of,  42-43 
market  regulation,  47-48,  53 
rise  of,  14,  15,  32,  42,  94,  190,  213-14,  256 
Trade, 

ancient,  14-16,  17-24 

medieval,  27-29,  30-31,  33,  37,  chap.  4 

modern,  136-45 

modern  international,  153-64,  190-92, 
200-01 

multilateral,  77,  162,  287 
nature  of,  1-10 

organization  and  methods,  16,  21,  28,  39, 
41,  47-52,  80-83,  137-44,  148-49 
routes,  18,  22,  27,  28,  29,  33,  44,  60,  61, 
71,  77,  121-22,  178,  212,  229,  230, 
251-52,  254-55 

treaties,  157,  158,  161,  162,  222-25,  226, 
237 

See  also  Canada,  Markets,  Merchants 
Trade  unions,  147,  199,  201,  281 
Transportation,  means  of,  8,  23,  45-46,  87-88, 
109-22 

See  also  Air  transportation.  Automobile, 
Canals,  Railroads,  River  transportation. 
Roads,  Ships 

Trevithick,  railroad  pioneer.  111 
Trusts,  194-95 
Tyre,  18,  19 
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insurance,  199,  281 
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agriculture,  97,  99,  145,  151,  154,  178-79, 
181-83 

banking,  131,  194,  196-98,  199 
branch  factories  abroad,  191-92,  266,  267 
capital  imports,  156,  176,  192 
capital  exports,  156,  192-93,  243,  258,  261, 
_ 264,  266-67,  271,  284-85 
combinations,  149,  194-96 
constitution,  175 

cotton  production,  175,  179,  182-83 
depressions,  135,  151,  159,  167-68,  182, 
186,  196,  198-200,  207 
foreign  trade,  153,  155,  173-74,  175,  187, 
190-92,  200-01 
gold,  134-35,  177,  199 
immigration,  176,  184,  186,  241 
industries,  103,  105,  174,  184-90,  200 
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inventions,  97,  100,  105,  175,  179,  184,  186 
labour  unions,  147,  199,  201 
land  policies,  178,  180 
Lend  Lease,  163,  200 
mining,  171,  177,  181,  184,  185,  187 
New  Deal,  151,  198-200 
population,  170,  176,  181,  184,  185,  190 
railroads,  178,  180,  185,  195,  198 
resources,  171,  181,  185-86 
shipping,  116-17,  156,  173-74,  175,  193-94 
size  of  business  units,  127,  194-96 
southern  economy,  174,  175,  179-80, 
182-83 

tariff,  158,  159,  160,  184-85,  198,  261 
War  of  1812,  116,  175-76,  204,  215 
westward  movement,  176-77,  180-81,  231, 
233 

World  War  I,  182,  187,  188,  192 
World  War  II,  162-63,  187,  188,  190,  194, 
200-01 

See  also  Canada 

Usuculture,  usufacture,  6,  33,  38,  78,  172, 
184,  209,  211-12 
Usury,  53 

ancouver,  236,  251,  253 
Fort,  232 
Island,  231,  233 
Venice,  31,  46,  56,  60,  61 
Virginia,  76,  82,  174 


^Wage-earners,  3,  10-11,  41-42,  55,  79, 

80,  127,  144,  146 

organization  of,  144,  145,  147,  199,  201, 
281 

Wages  regulation,  55,  199,  279 
Water  power,  42,  73,  80,  100-02,  188,  213, 
257,  260,  262,  263,  272,  279,  283 
Watt,  James,  steam  engine,  101,  215 
West  Indies,  62,  65,  66,  69,  70,  71,  76-77, 
174,  204,  207 
Wheat, 

production,  12,  15,  17,  20,  28,  36,  99,  139, 
174,  179,  181 
kinds  of,  244-45 
See  also  Canada,  Crain  trade 
Whitney,  Eli,  cotton  gin,  175 
Wine  trade,  17,  20,  37,  43,  68,  69,  92-93,  174 
Winnipeg,  140,  231,  234,  235,  242,  244,  247, 
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